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^  •  ON  iRIlNT  (Mimued). 
True  DEFiNiTidlr  of  Kent — Inconsistencies  of  ^iith — ^Per- 

RONET    TlIOMl#)g    AND     MaLTHUS — De    FoNTF^AY — CORN 

Kents — Metayw    Bents — Rent    of   Mines — Rent   of 
Shops. 

1.    Several  writers   ha|9  seen  the   unphilosopliieal  character 

of  the  system  of  Smith,  Ricardo,  and  MilL    Thus  Wakefield  says^ 

— ^*  Those  parts  of  tjju^  present  very  long  chapter,  which  really 

liclong  to  the  subject  of  rent,  are  generally  considered  to  form  the 

most  defective  and  erroneous  portion  of  the  text.    Tliough  this 

treatise  abounds  in  interesting  details,  m  admirable  illustrations 

and  in  incidental  reflections  of  the  greatest  value,  which  last 

perhaps  contain  the  germs  of  the  whole  tnith,  still,  it  leaves  no 

distinct  impression  as  to  the  nature  and  causes  of  rent."    'Wliat 

the  editor  of  Bentham's  Rationale  of  Reward  has  said  of  Adam 

Smith's  entire  work,  seems  to  be  especially  applicable  to  this 

chapter.     The  author  has  not  "  simphfied  his  subject  by  referring 

everything  to  one  principle ;  a  principle  ^ich  should  bring  all 

his  r^sonings  into  a  very  small  circle,  aii^gperve  to  unite  iuto  one 

bundle  those  observatioi^  which  cannot  be  sat^^Qy  grasped  when 

they  are  disiiited.    Had  he  clearly  recoguiz<S  Bttch  a  principle, 

he  would  have  made  Hi  the  centre  of  his  system  :  it  would  have 

Vieen  the  foundation  upon  which  he  H^uld  have  erected  his  whole 

superstructure,  and  he  would  have  been  spared  a  multitude  of 

repetitions  and  windings."    His  o>vn  conceptions  are  seldom  pre- 

'  Note  to   }reulth  of  Nations^  J),  /.,  ch,  11. 
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oise  :  sometimes,  they  are  not  only  vague  but  contradictory.  At 
one  time  he  seems  t6  fancy  that  rent  exists  because  "  as  soon  aa 
the  land  of  any  country  has  become  private  property,  the  landlords, 
like  all  other  men,  love  to  reap  where  they  never  sowed,  and  de- 
mand a  rent  even  for  its  natural  produce  ; "  because,  in  short,  the 
owners  of  land  choose  that  rent  shall  be  paid  :  at  another  time  he 
declares  that  rent  is  the  highest  payment  for  ike  use  of  land, 
which  the  tenant  can  afford  to  make  under  aotual  circumstances, 
and,  consequently,  that  the  amoojxt  of  rent  is  i^pt  at  all  determined 
by  the  landlord's  pleasure,  fleifft  he  supppses  thak  prices  riig^ 
because  rent  increases ;  there,  that  rent  increases  becMse*  pricei 
rise.  The  distinctions,  too,  whicb»he  draws  between  different  Borte 
of  produce,  as  affording,  and  not  -  affording  rent,  and  beti^pen  dif- 
ferent circumstances  under  #iich  fhertame  s^  of  produce  will, 
and  jnll  nofe|»fford  rent,  though  in  a  great  measijpe  perhaps  agree- 
able to  truth,  still,  being  made  without  refe||^nce  to  any  guiding 
principle,  have  the  air  of  being  drawn  ralker  with  the  view  to  a 
display  of  ingenuity  than  of  tniths  founded  on  fact  and  reason. 
The  richest  materials  are  all  but  wasted  for  want  of  a  leading 
principle  whereby  to  arrange  and  conatct  them."  It  has  already 
been  abundantly  shewn  that  these  remarks  are  perfectly  tnie,  and 
the  precise  purpose  of  the  present  workiift'to  establish  a  system 
founded  upon  unity  of  principle,  and  to  shew  that  all  Ecpnomic 
phenomena  are  reducible  to  a  single  great  general  law,  precisely 
like  the  phenomena  in  any  other  great  Inductive  Science.    * 

2.  The  subject  has  hccn  thrown  into  great  confusion  by  an 
erroneous  definition  of  Rent.  "  Eent,"  says  Ricardo,  "  is  that 
portion  of  the  produce  of  the  earth  which  is  paid  to  the  landlord 
for  the  use  of  the  original  and  indestructible  powers  of  the  soil.'* 
We  have  already  shewn  that  this  definition  is  absurd,  because  the 
earth  has  no  indestruifible  powers  except  extent.  From  the  absurd 
theory  that  rent  can  (mif  arise  from  differences  of  soil,  it  is^ome- 
times  defined  a*  •^he  difference  betweeip^e  unequal  returns  to 
different  parts  of  trie  capital  employed  on  the  Boil."  ^* 

Rent,  however,  is  notliing  but  redUus,  dt  rendihis,  income,  re- 
turn, or  revenue.  It  is  mei^y  a  name  which  is  usually  applied  to 
the  return  or  income  afforded  by  some  kinds  oi  fixed  capital,  such 
as  lands,  houses,  water-courses,  copyrights,  patentb,  dies  for  coining, 

1  MUly  Principles  of  Political  Economy^  B.  111,^  ch,  6,  §  2. 


S  1—3.]  ON   BENT,  3 

telegraph  wires,  <S:c.  In  former  times  the  sum  paid  for  the  use  nf 
money  by  the  (Jovemment,  or  the  fimds,  was  called  Rent.  Thus 
when  Charles  II.  seized  upon  the  bankers'  money  in  the  Exchequer, 
he  promised  them  a  yearly  Rent  of  6  per  cent  This  name,  though 
discontinued  with  respect  to  the  English  funds,  is  still  applied  to 
tiie  PrSich  funds,  which  are  called  Rentes,  and  a  French  fund- 
holder  is  called  «  Rentier. 

The  word  Rent^  however^  is  not  ^lied  to  all  kinds  of  fixed 
Capital,  but  more  usually  only  to  thm  of  an  immovable  nature, 
'inch  as  laads,  houses,  water-courses,  telegraph  wires,  &c.  When 
Mie  capital  is  movable  though  fixed,  the  word  Hire  is  usually 
employed.  Thus  we  say  to  "  hifc"  a  horse,  a  carriage,  or  plate,  or 
furniture,  though,  as  the  hqno,  the  carriage,  the  plate,  or  the 
furniture  remaina  the  prapeify  of  Ihe  letter,  it  is  fixed  capital  to 
him.  ^ 

Thus  it  is  seen  tlu|t  Ricardo's  objection,  that  Rent  only  applies  to 
the  sum  paid  for  the  use  of  the  original  and  indestructible  powers 
of  the  earth,  entirely  fails :  and  the  definition  of  it  as  the  "  portion 
of  the  produce  of  the  earth  "  is  equally  arbitrary  and  erroneous. 
When  we  pay  rent  for  a  hoose,  or  a  water-course,  or  a  copyright, 
or  patent,  or  a  telegraph  wire,  how  is  that  Rent  a  "  portion  of  the 
produce  of  the  earth  ^'^^* 

3.  We  have  already  shewn  that  Smith  is  quite  contradictory 
to  hiifiself  on  the  subject  of  Rent :  in  one  part  he  says  that  Rent 
is  a  cause  of  price ;  and  in  another  part  that  price  is  the  cause  of 
Rent. 

He  is  also  usually  considered  to  have  demonstrated  that  Labour 
is  the  cause  of  all  value.  But  his  chapter  on  Rent  contains  many 
striking  contradictions  to  that  doctrine.  Thus  he  says  a  landlord 
**  sometimes  demands  rent  for  what  is  altogether  incapable  of  himian 
improvement.  Kelp  is  a  species  of  sea-weed  which  when  burnt 
yield»an  alkaline  salt  useful  for  making  glais,  soap,  and  for  several 
other  purposes.  It  grows  in  several  parts  of  Great  Britain,  par- 
ticularly in  Scotlan^^xj/on  such  rocks  only  as  lie* within  the  high 
water  mark,  which  are  twice  every  day  covered  by  the  sea,  and  of 
which  the  produce,  therefore,  was  •ever  augmented  by  human 
industry.  The  landlord,  however,  whose  estate  is  bounded  by  a 
kelp  shore  of  thislKnd  demands  a  Rent  for  it  as  much  as  for  his 
com  fields." 

^  B  2 
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Now,  if  the  landlord  is  enabled  to  demand  a  Rent  for  such  a 
kelp  shore,  it  is  quite  clear  that  the  kelp  must  have  a  value  beyond 
that  of  the  labour  employed  in  obtaining  it,  and  in  preparing  it  for 
the  market.  For  if  all  the  money  realized  by  the  sale  of  it  were 
required  to  defray  the  labour  employed,  how  could  there  be  any 
surplus  for  rent  ?  And  whence  did  this  value  come  ?  Mos!  clearly 
from  the  Intendty  of  ths  Demand  and  the  Lmifafian  of  the  Sujyply. 
It  is  quite  clear  that  the  landlord's  rent  could  only  come  from  the 
excess  of  the  value  of  the  product  above  the  cost  of  production,  or 
the  labour  of  bringing  to  market. 

4.  Smith  has  given  various  other  instances  of  a  similar  princi- 
ple— "  A  good  stone  quarry  in  the  peighboiu'hood  of  London  would 
afford  a  considerable  rent " — "  The  ^ving  of  the  streets  of  London 
has  enabled  the  owners  of  some  barren  rocks  on  tj)^  coast  of  Scot- 
land to  draw  a  rent  from  what  never  afforded  any  before.  The 
woods  of  Norway  and  of  the  coasts  of  the  Baltic  find  a  market  in 
many  parts  of  Great  Britain,  which  they  could  not  find  at  home, 
and  thereby  afford  some  rent  to  their  proprietors." 

Now  these  instances,  which  might  be  greatly  multiplied,  in 
which  the  value  of  the  whole  product  is  clearly  and  manifestly 
se])arable  into  the  cost  of  the  labour  of  production,  and  the  value 
of  the  natural  object  itself  show  the  profound  folly  of  McCuUoch's 
doctrine — ^**  In  its  natural  state  matter  is  very  rarely  possessed  of 
any  immediate  or  direct  utility,  and  is  always  destitute  of  value  ** 
— "  Nature  is  not  niggard  or  parsimonious.  Her  rude  products, 
powers,  and  capacities  are  all  afforded  gratuitously  to  man.  She 
neither  demands  nor  receives  an  equivalent  for  her  favours.  An 
object  which  may  be  appropriated  or  adapted  to  our  use  without 
any  voluntary  labour  on  our  part,  may  l)e  of  the  very  highest 
utility,  but  as  it  is  the  free  gift  of  nature  it  is  quite  impossible  it 
can  have  the  smallest  value." 

5.  The  products  we  have  been  considering  existed  anterior  to 
any  labour  being  bestowed  on  them ;  they  y«ie  the  pure  result  of 
tiie  operation  of  nature,  and  we  have  seen  that  they  have  a  value 
•anterior  to,  and  independent  of,  any  labour  being  bestowed  ui)on 
them.  But  the  same  principle  is  manifestly  true  when  human 
labour  precedes  the  operations  of  nature.  Thuslirhen  the  husband- 
man has  prepared  and  laboured  the  ground,  and  has  placed  the 
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seed  in  it,  liis  labour  ends  there.  But  when  the  luunrest  is  reaped 
the  value  of  the  crop  must  far  exceed  the  cost  of  the  labour  of 
sowing  tlie  corn ;  and  it  is  manifest  that  it  is  out  of  this  excess 
of  value  that  all  profits  and  rent  must  come.  Smith  therefore 
justly  Kijs^ — "  In  agriculture,  too,  nature  labours  along  with  man  ; 
and  though  its  labour  costs  no  expense,  its  produce  has  its  value, 
as  well  as  that  of  the  most  expensive  workman." — "  The  labourer 
and  the  labouruig  cattle  therefore  employed  in  agriculture  not  only 
occasion,  like  the  workmen  in  manufactures,  the  reproduction  of  a 
value  equal  to  their  own  consumption  or  the  capital  which  employs 
theiu,  together  with  its  owner's  profits,  but  of  a  much  greater 
value.  Over  and  above  the  capital  of  the  farmer  and  all  its  profits, 
they  regularly  occasion  the  reproduction  of  the  rent  of  the  land- 
lord. This  rent  may  be  considered  as  the  i)roduce  of  those  powers 
of  nature,  the  we  of  which  the  landlord  lends  to  the  farmer.  It 
is  greater  or  smaller  according  to  the  supposed  extent  of  these 
powers,  or,  iji  other  words,  according  to  the  supposed  natural  or 
improved  fertility  of  the  land.  It  is  the  work  of  nature  which 
remains  after  deducting  or  compensating  everything  which  can  be 
regarded  as  the  work  of  man." 

C.  This  doctrine  of  Smith  is  manifestly  true  and  consonant  to 
fact,  and  yet  he  has  been  completely  misrepresented  by  Say^— 
**  We  shall  see  afterwards  that  this  production  which  is  caused  by 
nature  adds  to  the  revenue  of  men  not  only  a  value  in  use,  the 
only  one  which  Smith  and  Ricardo  attribute  to  it,  but  also  a  value 
in  exchange." — ^'MVlien  one  cuts  down  a  tree,  the  spontaneous 
product  of  nature,  is  not  society  put  in  possession  of  a  product 
superior  in  value  to  that  which  the  labour  of  the  woodcutter  can 
procure  for  it  ? 

"  I  tliink  therefore  that  Smith  has  not  on  this  occasion  given  a 
complete  idea  of  the  phenomena  of  production  ;  which  has  led  him 
to  this  false  consequence,  namely,  the  idea  that  the  value  of  all 
products  represents  recent  or  former  labour  of  men ;  or,  in  other 
words,  that  wealth  is  nothing  but  accumulated  labour ;  from  which 
comes  a  second  cousc([uence  which  appears  to  me  equally  doubtful, 
that  labour  is  the  sole  measure  of  wealth,  or  of  the  value  of 
})roducts." 

Wc  have  shewn  most  clearly  that  Smith  does  not  commit  the 

'   fVealth  of  Nations,  B.  2,  ch.  5.  »  Truitc,  D.  /.,  ch,  4. 
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absurdity  imputed  to  him  by  Say ;  but  Ricardo  adopts  this  opinion, 
and  says^ — **  But  Uiese  natural  agents,  though  they  add  greatly  to 
Talue  in  use,  never  add  exchangeable  ralue,  of  which  Say  is 
speaking,  to  a  commodity  .  .  .  they  are  serviceable  to  us  by 
increasing  the  abundance  of  productions,  by  making  men  richer, 
by  adding  to  value  in  use;  but  as  they  perform  their  work 
gratuitously,  as  nothing  is  paid  for  the  use  of  air,  of  heat,  of 
water,  the  assistance  which  they  afford  us  adds  nothing  to  value 
in  exchange." 

The  reader  has  only  to  reflect  upon  the  absurdity  of  the  asser- 
tion in  this  last  paragraph.  It  requires  no  refiitation.  It  is 
perfectly  manifest  that  unless  the  value  of  the  product  exceeded 
its  cost  of  production,  there  could  be  no  such  thing  at  all  as  profit 
or  rent. 

7.  Smith  has  seen  this  very  clearly  in  other  passages.  He 
says  2 — "  It  sometimes  happens,  indeed,  that  the  quantity  of  land 
which  can  be  fitted  for  some  particular  produce  is  too  small  to 
supply  the  eflPectual  demand.  The  whole  produce  can  be  disposed 
of  to  those  who  are  willing  to  give  somewhat  more  than  what  is 
sufficient  to  pay  the  whole  rent,  wages,  and  profit  necessary  for 
raising  and  bringing  it  to  market,  according  to  their  natural  rates 
at  which  they  are  paid  in  the  greater  part  of  other  cultivated  land. 
The  surplus  part  of  the  price  which  remains  after  defraying  the 
whole  expense  of  improvement  and  cultivation  may  commonly  in 
this  case,  and  in  this  case  only,  bear  no  regular  proportion  to  the 
like  surplus  in  com  or  pasture,  but  may  exceed  it  in  almost  any 
degree ;  and  ike  greater  part  of  this  excess  naturally  goes  to  the 
rent  of  the  landlord. 

"  The  vine  is  more  affected  by  the  difference  of  soils  than  any 
other  jfruit  tree.  From  some  it  derives  a  flavour  which  no  culture 
or  management  can  equal,  it  is  supposed,  in  any  other.  This 
flavour,  real  or  imaginary,  is  sometimes  peculiar  to  the  produce  of 
a  few  vineyards ;  sometimes  it  extends  through  the  greater  part  of 
a  small  district,  and  sometimes  through  a  considerable  part  of  a 
large  province.  The  whole  quantity  of  such  wines  that  is  brought 
to  market  falls  diort  of  the  effectual  demand,  or  the  demand  of 
those  who  would  be  wiUing  to  pay  the  whole  rent,  profit,  and  wages 
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necessary  for  preparing  and  bringing  them  thither  according  to  tlie 
ordinary  rate,  or  according  to  the  rate  at  which  they  are  paid  in 
common  vineyards.  The  whole  quantity,  therefore,  can  be  dis- 
posed of  to  those  who  are  wiUing  to  pay  more,  which  necessarily 
raises  the  price  above  that  of  common  wine.  The  difference  is 
greater  or  less,  according  as  the  fashionableness  and  scarcity  of  tlie 
wine  render  the  competition  of  the  buyers  more  or  less  eager. 
Whatever  it  may  be,  the  greater  part  of  it  goes  to  the  rent  of  the 
landlord.  Ftrr  thaugh  such  mmyards  are  in  yeiieral  more  carefitUy 
cultivated  than  tnost  others,  tlie  high  price  of  the  ivines  seems  to  Im 
not  so  much  the  effect  as  the  cause  of  this  careful  cultivation. " 

Now  here  we  have  the  doctrine  that  it  is  value  which  is  the 
inducement  to  labour,  most  clearly  and  unequivocally  admitted. 
This  is  manifestly  contradictory  to  the  doctrine  so  generally  at- 
tributed to  him,  that  it  is  labour  which  is  the  cause  of  value. 
Both  these  contradictory  doctrines  cannot  be  admitted  into  the 
same  science.  There  can  be  only  one  dominating  principle  ad- 
mitted as  the  basis  of  the  science,  and,  if  true  at  all,  it  must  be 
universally  true.  It  is  quite  impossible  that  it  should  be  true  in 
some  cases,  and  its  opposite  true  in  other  cases. 

8.  We  must  now  request  our  readers'  attention  to  a  subject  of 
the  most  importance,  which  is  indeed  at  the  basis  of  the  whole 
science.  It  is  very  commonly  supposed  that  Smith's  doctrine  is 
that  labour  is  the  principle  of  all  wealth,  and  the  cause  of  all  Value : 
in  fact,  that  wealth  is  nothing  but  accumulated  labour — ^a  doctrine 
attributed  to  him  by  Say  and  Ricardo.  The  preceding  extracts 
shew  that  such  an  idea  is  entirely  erroneous.  It  ui^p  the  greatest 
consequence  to  understand  what  his  doctrine  really  is,  but  to 
explain  it  clearly,  it  is  necessary  to  state  the  history  of  ideas  on 
the  point. 

•Rie  Physiocrates  maintained  that  the  earth  is  the  sole  source 
of  all  wealth,  and  that  the  labour  employed  in  obtaining  the  rude 
produce  of  the  earth  is  the  only  species  which  is  productive,  by 
which  they  meant  that  it  adds  to  the  wealth  of  ^  the  nation. 
They  held  that  all  other  labour,  such  as  that  employed  in  manu- 
fsuctores  and  commerce,  is  sterile  and  unproductive,  and  adds 
nothing  to  the  wealth  of  a  country.  They  admitted  that  the 
labour  adds  to  the  value  of  a  particular  jM-oduct,  but  they  said 
that  the  maintenance  of  the  labourers  during  the  period  of  manu- 


^ 


m 


8  PRINCIPLn  OF  ECONOMICS.  Chap.  XL 

factore  costs  an  equal  smn,  and  therefore  that  there  is  an  equal 
value  destroyed  to  what  is  produced,  and  consequently,  upon  the 
whole,  there  is  no  addition  to  value  in  general.  They  said  that 
all  commerce  is  merely  the  exchange  of  equal  values,  and  therefore 
it  cannot  add  to  value  in  general.  In  fkct,  they  maintained  that 
agricultural  labour  is  the  only  species  in  which  the  value  of  the 
product  exceeds  the  cost,  and  therefore  augments  value  in  general. 
If  this  doctrine  were  true,  no  doubt  the  Physiocrate  doctrine 
would  be  true.  But  it  is  entirely  erroneous.  It  is  a  mere  arbi- 
trary assertion,  which  the  slightest  appeal  to  facts  shews  to  be 
absurd.  It  is  a  matter  of  the  most  common  notoriety  that  manu- 
facturers make  enormous  fortunes,  and  that  multitudes  of  cities 
have  become  immensely  wealthy  by  commerce.  And  this  comes 
from  the  fact  that  in  manufectures  the  value  of  the  product  exceeds 
the  value  of  the  cost ;  and  out  of  this  excess  comes  all  profit, 
precisely  in  the  same  manner  as  it  does  in  agricultural  indortry. 

9.  These  extraordinary  doctrines  of  the  Physiocrates,  so  con- 
trary to  the  plainest  facts,  provoked  a  reaction,  and  the  main  object 
of  Smith's  work  was  to  refute  them,  and  to  demonstrate  that 
Labour  and  Commerce  are  productive,  as  well  as  agriculture.  And, 
as  usually  happens  in  scientific  reaction,  error  proceeds  from  one 
extreme  to  the  other. 

In  order  to  mark  the  opposition  of  his  system  to  that  of  the 
Physiocrates,  Smith  begins  his  work — "  The  annual  labour  of  every 
nation  is  the  fund  which  originally  supplies  it  with  all  the  neces- 
saries and  qpj§jiiences  of  life,  which  it  annually  consumes,  and 
which  consisli^  always  either  in  the  immediate  produce  of  that 
labour,  or  in  what  is  purchased  with  that  produce  from  other 
nations."  And,  though  he  gives  no  actual  definition  of  wealth,  he 
constantly  speaks  of  the  "  amiual  produce  of  land  and  labour  "  as 
the  real  wealth  of  a  country.  We  have  already  shewn  how  incon- 
sistent his  subsequent  doctrines  are  with  such  a  definition. 

Now,  even  if  it  were  true  that  Labour  is  the  sole  source  of 
wealth — which  it  is  quite  easy  to  shew  is  erroneous — and  that  all 
wealth  is  obtained  by  labour,  it  does  not  follow  from  that  doctrine 
that  aU  Value  is  the  sole  result  of  labour :  and  this  appears  most 
clearly  from  Smith  himself. 

It  might  perhaps  be  said  that  the  wealth  of  the  agriculturist  is 
derived  from  his  labour.  Unless  he  prepares  and  labours  the 
ground  and  sows  the  crop,  he  can  have  no  harvest,  and  no  wealth. 
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So  with  tiie  owner  of  the  quarry  or  the  kelp-diore,  unless  labour 
is  bestowed  in  obtaining  and  preparing  the  produce  of  nature, 
there  wjSL  be  no  wealdi,  and  therefore  laboiu*  might  ])erha]«  be 
called  tiie  source  from  which  their  wealth  flowed.  But  is  all  the 
Value  of  the  product  due  to  Labour  ?  That  is,  have  they  no 
Talue  beyond  the  labour  bestowed  upon  them  ?  We  have  seen  most 
clearly  tiiat  Smith  expressly  admits  that  these  products  have  a 
value  in  excess  of  the  cost  of  producing  them.  Hence,  in  these, 
and  in  numerous  other  cases,  there  is  a  very  considerable  part  of 
the  value  of  the  product  which  can  by  no  possibility  be  said  to  be 
due  to  labour.  And  whence  does  this  value  arise  ?  Simply  from 
the  Intensity  of  the  Demand  and  the  Limitation  of  the  Supply. 
Now,  if  there  were  no  Demand  for  the  product  it  would  not  be 
wealth,  however  much  labour  had  been  bestowed  ujx)n  it.  But 
where  there  is  a  demand  it  is  wealth.  Ilence  it  is  clear  that 
Demtai  is  the  sole  essence  of  all  value,  and  that  Labour  is  only 
the  accident.  It  is  clear  that  the  product  has  not  value  because 
labour  has  been  bestowed  upon  it,  but  labour  is  bestowed  upon  it 
because  it  has  value.  As  Condillac  says,  things  have  not  great 
value  because  they  have  cost  much,  but  people  bestow  much  cost 
u^wn  them  because  they  have  great  value ;  and  Whately  says  that 
pearls  have  not  a  high  price  because  people  dive  for  them,  but 
people  dive  for  them  because  they  have  a  high  value, «.  e.,  people 
will  give  a  great  deal  to  possess  them.  So  timber  trees  and  cattle 
have  a  yalue,  though  no  labour  was  ever  bestowed  on  them  A 
diamond  picked  up  by  chance  has  precisely  the  same  value  as  if 
it  had  been  found  after  a  year's  labour.  And  thitAews  the  entire 
absurdity  of  McCulloch's  doctrine  that  the  products  of  tlie  earth 
are  always  destitute  of  value.  For  that  would  mean  that  no  one 
would  give  anything  to  possess  them  before  labour  has  been 
bestowed  upon  them:  a  doctrine  so  absurd  that  it  requires  no 
refutation.  Hence  we  see  that  all  Value  depends  exclusively  on 
the  Demand  and  the  Supply  of  the  product,  quite  indeixjudently 
of  the  labour  bestowed  ui)on  it.  Hence  it  is  not  Labour  wliich  is 
the  cause  of  Value ;  but  Value  which  is  the  inducement  to  Labour, 
as  we  have  so  often  inculcated :  and  all  changes  in  Value  arise 
from  variations  in  the  Intensity  of  Demand  or  the  Limitation  of 
Supply :  and  all  Profit  arises  from  the  Demand  for  the  product 
being  so  great,  and  the  Supply  so  limited,  that  its  Value  exceeds 
its  cost. 
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10.  We  thus  see  the  fimdamental  objection  to  Smith's  system, 
or  rather  his  utter  want  of  system.  It  is  utterly  wanting  in  uni- 
formity of  principle.  Each  class  of  cases  is  explained  by  different 
principles^  which  is  manifestly  contrary  to  the  fundamental  nature 
of  Natural  Philosophy. 

Colonel  Perronet  Thompson,  who  was  a  good  mathematician, 
published  a  pamphlet  entitled  "  The  True  Theory  of  Rent  in  opposi- 
tion to  Mr.  Ricardo  afid  others,^*  in  which  he  maintained  that  the 
simple  cause  of  rent  is  everywhere  the  same  as  that  which  gives 
rise  to  the  rent  of  the  vineyard  which  produces  Tokay.  That  this 
must  be  true  is  manifest  to  any  one  who  has  the  slightest  notion  of 
a  Physical  Science.  But  it  is  very  surprising  that  Malthus,  who 
was  also  a  good  mathematician,  should  dispute  this.  He  says^ — 
"  First :  That  the  price  of  Tokay  is  not  a  necessary  price,  the  same 
quantity  would  be  produced  although  the  price  were  considerably 
lower. 

"  Secondly :  That  neither  the  purchasers  of  Tokay,  nor  the  culti- 
vators of  it,  live  upon  the  produce. 

"  Thirdly :  That  there  is  no  limit  to  the  price  of  Tokay  but  the 
tastes  and  fortunes  of  a  few  opulent  individuals. 

^'  How,  then,  can  it  possibly  be  said  with  truth  that  the  simple 
cause  of  rent  is  everywhere  the  same  as  that  which  gives  rise  to 
the  rent  of  the  vineyard  which  produces  Tokay  ?  and  how  entirely 
inapplicable  is  a  reference  to  Tokay  as  an  illustration  of  the  true 
theory  of  Eent  I " 

It  is  amazing  that  so  able  a  man  as  Malthus  should  bring  so 
flimsy  an  obji^ion  against  the  manifest  truth  of  Thompson's 
doctrine.  Malthus*s  knowledge  of  mathematics  should  have  shewn 
him  that  it  could  by  no  possibihty  be  anything  else  than  true. 

He  says  that  neither  the  purchasers  nor  the  cultivators  of  Tokay 
live  exclusively  upon  the  produce.  But  neither  do  the  producers 
nor  the  purchasers  of  any  other  article  whatever  live  exclusively 
upon  it.  The  cultivators  and  purchasers  of  corn  do  not  live  ex- 
clusively upon  com.  The  purchasers  and  cultivators  of  kelp  do 
not  live  upon  kelp.  The  producers  and  purchasers  of  stones  from 
quarries  do  not  live  upon  the  stones.  The  producers  and  pur- 
chasers of  shoes,  cloth,  or  any  other  manufactures,  do  not  live 
upon  cloth  or  shoes.  The  growers  and  purchasers  of  cattle  do  not 
live  exclusively  on  meat ;  and  so  on  of  all  other  products ;   no 
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peiBon  can  live  upon  any  single  product.  The  producers  and  pur- 
chasers of  all  these  things  do  not  Uve  upon  them  directly,  but  upon 
them  indirectly y  i.  «.,  upon  their  Value,  that  is  upon  the  various 
things  which  they  can  get  in  exchange  for  them. 

The  cultivators  of  com  must  have  meat  and  clothing  and  many 
other  things  besides  bread,  which  they  obtain  by  exchanging  a 
certain  portion  of  their  com  for  these  things;  and  the  surplus 
value  of  the  com  which  remains  beyond  that  maintenance  is 
what  gives  profit  and  rent. 

So  it  is  with  shoes  or  any  other  product  Persons  do  not  live 
upon  them  directly ;  but  indirectly,  by  obtaining  what  they  want 
in  exchange  for  them,  and  the  surplus  value  which  remains  after 
providing  for  their  maintenance  is  profit. 

It  is  manifestly  precisely  the  same  with  Tokay.  The  produ- 
cers of  it  must  exchange  away  a  certain  portion  of  it  to  provide 
for  their  maintenance;  and  its  surplus  value  above  that  gives 
profit  and  rent. 

Now  it  is  manifest  that  the  whole  value  of  the  product  is  due  to 
the  Intensity  of  Demand  and  the  Limitation  of  Supply :  and  the 
greater  t^e  Demand  and  the  greater  the  Limitation  of  Supply  is, 
the  greater  will  be  the  Value,  the  greater  the  surplus,  and  the 
greater  the  Profit  and  Bent. 

Hence  it  is  precisely  the  same  principle  in  all  products  whatever ; 
in  Tokay,  in  com,  in  kelp,  in  quarries,  in  cattle,  in  shoes,  in 
manufiactures  of  all  sorts ;  it  is  the  ratio  of  Demand  and  Supply 
alone  which  determines  Value ;  and  the  greater  the  Demand  and 
the  less  the  Supply,  the  greater  will  be  the  surplus  ^ve  cost.  It 
is  in  all  cases  only  a  difference  o|l  degree,  and  not  a  difference  of 
principle. 

If  ttie  supply  were  greatly  increased  the  Value  might  so  much 
diminish,  diat  not  only  there  might  be  no  profit  at  all,  but  not 
even  sufficient  to  defray  the  cost,  and  then  production  must  cease. 
Formerly  the  preparation  of  kelp  was  protected  by  very  high 
duties  on  barilla  and  salt.  In  consequence  of  this  great  quantities. 
of  kelp  were  manu&ctured  in  the  Western  Islanda  and  Highlands 
of  Scotland,  and  brought  great  revenues  to  the  proprietors.  Tho 
kelp-shores  of  one  island.  North  XJist,  let  for  £7,000  a  year ;  and 
about  20,000  tons  were  made  in  Scotland,  which  sold  for  about 
£20  a  ton.  After  the  war  the  duties  on  barilla  and  salt  were  re- 
peated   Barilla  was  so  much  cheaper  and  of  such  superior  quality, 
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that  the  value  of  kelp  immediately  diminished ;  at  last  it  ceased 
to  be  produced,  and  most  of  the  unfortunate  proprietors,  whose 
incomes  came  principally  from  kelp,  were  totally  ruined.  Now, 
the  cost  and  the  qualities  of  the  kelp  remained  exactly  the  same 
as  before ;  but  its  value  was  diminished  by  the  greater  cheapness 
and  superior  qualities  of  barilla.  And  since  then  barilla  itself  has, 
in  its  turn,  been  almost  entirely  superseded  by  the  superior  quality 
and  cheapness  of  artificial  soda. 

The  very  same  principle  api)ears  from  Ricardo's  theory  of  Rent. 
The  actual  quantity  of  com  necessary  to  support  the  producers 
remains  exactly  the  same  whatever  its  value  may  be.  But  as  the 
com,  at  whatever  cost  produced,  sells  for  the  same  price  in  the 
same  market,  the  portion  of  it  produced  with  the  least  cost  leaves 
the  greatest  margin  between  cost  and  value,  out  of  which  all 
rtofit  and  Rent  comes ;  and  this  excess  of  Value  is  entirely  due 
to  the  Intensity  of  the  Demand  and  the  Limitation  of  the  Supply. 

Thus  the  same  principle  governs  all  cases  whatever,  in  strict 
accordance  with  the  principles  of  Natural  Philosophy :  and  the 
value  of  every  product,  invariably  and  at  all  times,  depends  ex- 
clusively upon  Demand  and  Supply. 

From  this  it  follows  that  if  all  landlords  were  swept  away  the 
consumers  receive  no  benefit.  The  products  of  the  earth  would 
not  be  sold  the  least  cheaper.  There  would  be  exactly  the  same 
Demand  and  exactly  the  same  Supply,  and  therefore  the  value 
would  remain  the  same.  It  can  make  no  manner  of  difference  to 
the  consumer  whether  the  whole  profits  go  to  the  farmer  alone,  or 
whether  they  are  divided  between  landlord  and  farmer. 

It  is  precisely  the  same  ipth  a  capitalist  and  a  trader  or 
manufacturer.  These  latter  almost  invariably  carry  on  their  trade 
by  means  of  money  borrowed  at  interest.  But  the  interest  is  not 
a  cause  of  price,  but  must  come  out  of  profits.  If  the  trader 
traded  on  his  own  money,  he  and  others  would  endeavour  to  limit 
the  supply  so  that  the  value  of  the  product  would  afford  an  interest 
for  the  capital;  and  whether  he  takes  that  interest  himself,  or 
divides  it  with  a  capitalist,  can  make  no  difference  to  the  c*on- 
sumer. 

Thus  we  see  that  Nature  alone  give  quantities  and  qualities,  but 
man  alone  gives  Value ;  and  whether  Agriculture,  Commerce,  and 
Labour  are  productive,  i.  e.,  produce  a  profit,  or  not,  depends  upon 
exactly  the  same  principle,  that  is,  whether  the  Intensity  of  the 
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Demand,  and  the  Limitation  of  the  Supply  of  the  product  or  the 
labour  are  so  great  that  their  value  exceeds  the  cost  of  production, 
or  maintenance. 

11.  Smith  notices  the  high  rent  paid  for  land  in  some  parts  of 
Shetland^ — "The  sea  in  the  neighbourhood  of  Shetland  is  more 
than  commonly  abundant  in  fish,  which  make  a  great  part  of  the 
subsistence  of  their  inhabitants.  But  in  order  to  profit  by  the 
produce  of  the  water  they  must  have  a  habitation  upon  the  land. 
The  rent  of  the  land  is  in  proportion,  not  to  what  the  farmer  can 
make  by  the  land,  but  to  what  he  can  make  both  by  the  land  and 
the  water.  It  is  partly  paid  in  sea-fish  ;  and  one  of  the  very  few 
instances  in  which  rent  makes  a  part  of  the  price  of  that  com- 
modity is  to  be  found  in  that  country." 

It  is  quite  clear  that  it  is  exactly  the  reverse,  and  that  renti^n 
Shetland  are  paid  out  of  the  bountifiil  supply  of  fish.  It  is  sur- 
prising that  Smith  did  not  see  that  fishermen  everywhere  else 
must  have  a  dwelling  on  land,  as  well  as  in  Shetland,  for  which 
they  must  pay  rent.  And  rent  must  bear  the  same  relation  to 
price  everywhere  else  as  it  does  in  Shetland.  Why  should  rent 
form  a  part  of  the  price  of  fish  in  Shetland  and  not  elsewhere  ? 
I  low  is  it  possible  that  the  Laws  of  Value  can  be  fundamentally 
different  in  Shetland  to  all  the  rest  of  the  world  ?  This  is  just 
one  of  those  examples  which  has  brought  the  Science  of  Economics 
into  such  disrepute,  because  Economists,  from  want  of  a  scientific 
education,  make  the  whole  subject  a  mass  of  contradictions  and 
f>eculiarities,  without  any  great  fundamental  principles.  But  the 
fault  is  evidently  not  in  the  subject  but  in  the  manner  of  treating  it. 

A  dwelling  near  the  sea  is  netsftsary  for  the  fishermen.  The 
sea  is  pjirt  of  their  domain  out  of  which  they  make  their  profits ; 
and  it  is  the  abundance  of  the  fish  which  enables  them  to  pay  a 
high  rent  for  the  land.  And  the  rent  no  more  enters  into  the 
price  of  the  fish  than  the  rent  of  corn  land  enters  into  the  price 
of  com. 

Rent  in  this  case,  as  in  all  other  cases  of  trading  rents,  arises 
out  of  the  competition  for  a  position  by  means  of  which  profits 
may  be  made. 

12.  A  French  writer,  M.  de  Fontenay,  has  seen  this  truth  very 
clearly.     He  says^ — "  It  may  be  as  well  to  say  something  here  of 

»    Wealth  of  Nations,  D.  /.,  ch.  10.        »  Du  Jievenu  Foncier,  p,  260. 
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one  of  the  most  striking  instances  of  the  advantages  of  position. 
I  mean  the  high  price  paid  for  buying  or  hiring  spaces  in  a  great 
city.  Some  Economists  have  thought  they  see  in  that  the  rent  of 
land :  they  have  let  themselves  be  duped  by  a  word,  as  Montaigne 
would  say.  To  think  that  it  is  reaUy  for  a  piece  of  land  that  one 
pays  in  Paris  two  or  three  hundred  francs  the  metre,  is  as  if  one 
were  to  think  that  in  buying  the  number  of  a  hackney  coach  it  is 
for  three  yellow  numbers  that  he  pays  six  to  eight  thousand  francs 
— ^and  that  when  a  notary  sells  his  practice,  it  is  a  double  knob  of 
gilt  copper,  twenty  paper  cases  or  so,  five  or  six  shabby  tables, 
and  a  bad  earthenware  stove,  that  he  sells  for  500,000  fttmcs.  The 
space  of  ground,  like  the  number,  the  practice,  is  only  a  repre- 
sentative sign  of  the  acquired  rights,  a  title  to  advantages  and 
profits  which  may  be  discounted.  What  one  pays  for  in  the  price 
of  the  space  of  ground  is  a  share  in  the  enjoyment  of  innumerable 
improvements  of  an  advanced  civilization :  it  is  an  immense  oppor- 
tunity to  exert  oneself  and  to  shine,  to  know  and  to  be  known. 
It  is  a  powerftd  agglomeration  of  rich  consumers  if  one  is  a  pro- 
ducer ;  of  producers  and  products  of  all  kinds  if  one  is  more 
especially  a  consumer.  It  is  a  multitude  of  free  enjoyments,  the 
pavement,  the  trottoirs,  gas,  water,  fetes,  theatres,  palaces,  walks, 
museums,  shops,  libraries,  marts  of  all  kinds  of  wealth,  material 
and  intellectual.  The  inhabitant  of  Paris  who  gives  up  to  a  stranger 
his  share  in  these  advantages  has  the  perfect  right  to  sell  them  to 
him  at  a  good  price.  For  it  is  he,  or  they  whose  right  he  re- 
presents, the  citizens  of  a  great  city,  who  have  gradually  made  it 
what  it  is.  It  is  they  who  by  their  labours,  their  sacrifices,  their 
struggles  of  every  kind,  by  thgir  gold  or  by  their  blood,  have  ac- 
quired and  paid  for  these  rights,  this  security,  this  progress,  this 
public  luxury,  these  works  of  general  utility,  these  refinements  of 
civilization,  this  immense  development  of  intellectual  and  material 
Hfe." 

And  de  Pontenay  most  justly  says  in  other  parts  of  the  same  work 
— '*  Wherever  there  is  a  revenue  you  perceive  capital " — **  The 
theory  of  revenue  must  be  the  same  for  all  classes  of  human 
production. 

"  Unfortunately  this  simple  and  sensible  idea  has  been  falsified 
by  the  spirit  of  system.  Ask  an  Economist  who  knows  the  masters 
by  heart  what  revenue  is;  and  he  will  answer:  that  industrial 
revenues,  the  net  profits  of  the  forge,  of  manufactures,  of  banking 
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and  commerce,  &c.,  are  the  profits  of  capital;  bnt  that  the  income 
from  land, — the  net  profit  of  the  farm  or  the  vineyard, — is  quite 
another  thing  ;  that  ^at  is  the  price  of  a  monopoly,  a  payment 
for  the  productive  powers  of  the  earth,  a  continued  increase  of  the 
price  of  products,  of  interests  opposed  to  the  general  interest ;  in 
short,  of  ftmdamental  laws  and  essential  phenomena  so  radically 
different  to  the  laws  and  phenomena  of  production  generally  that 
it  has  been  necessary  to  make  a  separate  division  in  the  Science, 
and  an  entirely  exceptional  theory  for  the  income  from  land ;  or, 
as  it  is  called,  the  rent  of  land. 

**  We  propose  here  to  abolish  these  false  distinctions,  incom- 
patible with  the  character  of  harmony  and  simplicity  which  the 
laws  of  Economics  ought  to  have,  and  to  pifbve  that  there  is  one, 
and  only  one,  law  of  value,  income,  and  capital  under  all  its  forms."  ^ 

Again* — **  It  is  known  that  Economists  who  have  attributed  one 
part  of  the  value  of  products  to  the  action  of  natural  agents  have 
confined  the  application  of  their  theory  to  a  single  dass  of  pheno- 
mena— that  of  the  appropriation  and  cultivation  of  the  soil. 

^  It  is  not  surprising  that  the  human  mind  thus  proceeds  by 
particular  cases.  It  is  quite  natural  that  the  analysis  of  production 
should  begin  by  the  first  of  human  products. 

^  Of  all  the  instroments  of  labour,  in  fact,  the  most  indispensible, 
the  most  universally  and  the  earliest  employed,  and  consequently 
the  most  obvious,  is  unquestionably  that  most  complicated  instru- 
ment called  the  earth.  Divided  in  its  extent,  varying  in  its  ix)wers, 
and  its  aptitudes  so  rigorously  limited,  so  unequally  divided  among 
nations,  families  and  persons,  that  the  possession  or  the  desire  for 
a  greater  part  has  in  sJl  ages  been  the  principal  object  of  wars  and 
human  discord,  the  earth  everywhere,  and  at  all  times,  has  pre- 
sented the  phenomenon  of  profit  under  its  most  visible — and  I 
will  say  also  its  most  obnoxious — ^form ;  because  ^m  the  earliest 
anti(|uity,  entire  castes  have  lived  upon  the  rent  of  land,  freed 
from  all  labour  by  this  excess  of  the  labour  of  their  fellow-men. 
Not  only  is  agricultural  labour  the  most  ancient  and  the  most  im- 
portant of  all,  but  among  many  people  it  has  been,  and  still  is 
among  some,  the  only  industry  properly  speaking.  Not  only  is 
landed  property  the  most  visible  form  of  capital,  but  it  has  long 
l)een,  and  still  is  in  backward  countries,  the  only  capital — including, 
of  course,  landed  capital,  cattle  capital,  and  slave  capital,  which 

»  J>u  Bevenu  Fonder^  p.  2.  »  Ibid,,  p.  18. 
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are  attached  to  it.  The  elevation  of  other  branches  of  hnman  * 
industry  to  the  rank  of  property  is  a  fact  so  recent  in  the  history 
of  the  world,  that  it  is  quite  natural  that  the  property  and  income 
of  land  have  been  studied,  regulated  by  legislators,  discussed  by 
philosophers  and  statesmen,  long  before  any  other  form  of  property 
and  income. 

"When  Economic  Science  was  founded,  it  was  therefore  to 
agriculture  and  extractive  production  that  it  first  gave  its  attention. 
When  it  entered  upon  a  wrong  path  in  attributing  production  and 
value  to  nature,  all  the  errors  and  dangers  of  this  system  fell  ex- 
clusively with  all  their  weight  on  the  property  in  land.  It  is 
somewhat  strange,  but  if  tliis  error  had  been  generalised  it  would 
perhaps  have  been  lesi  fatal  and  less  tenacious :  applied  only  to  a 
particular  case,  as  it  has  been,  it  has  placed  property  in  land  in  an 
exceptional  and  truly  proscribed  position.     .    .     . 

"  That  truly  is  an  unpleasant  position  for  the  possessors  of  the 
soil,  and  it  seems  difficult  irom  such  premises  to  draw  conclusions 
favourable  to  property  in  land.  In  fact,  it  is  somewhat  badly 
treated  by  this  school.  It  is,  according  to  J.  B.  Say,  the  least 
reputable  of  all  property — ^in  fact,  it  has  for  its  origin  conquest,  a 
purely  conventional  right — ^it  is  a  tolerated  monopoly — a  legal 
fiction,  according  to  J.  Gamier — ^a  restriction  on  the  laws  of  God, 
according  to  Scropc — a  usurped  privilege,  according  to  J.  B.  Say 
— its  useful  purpose  is  limited,  according  to  Senior,  to  stretching 
out  its  hand  to  receive  the  offerings  of  the  community — ^the  class 
of  proprietors'  profits  at  the  expense  of  the  others,  according  to 
Buchanan — ^its  interests  are  constantly  opposed  to  those  of  the  rest 
of  society,  according  to  Ricardo — &c.,  &c.  As  for  the  rent  of 
land,  it  seems  that  the  deUnda  Cartliago  has  been  pronounced 
against  it:  one  of  the  wittiest  disciples  of  Eicardo  calls  it  the 
product  of  a  series  of  outrages  against  property  ftom  the  earliest 
antiquity :  many  Economists  flatter  themselves  that  they  can  make 
it  disappear  by  means  of  Free  Trade : — Ricardo,  MiU,  &c,  to  make 
sure  of  this,  have  proposed  to  confiscate  it  legally  by  taxation :  one 
of  our  official  Economists  has  even  written,  we  are  coming  to 
the  time  when  all  proprietors  will  be  forced  to  cultivate  or  to  sell, 
if  they  wish  to  have  a  revenue." 

Again  ^ — ^^  I  certainly  need  not  remark  how  nearly  the  passages 
I  have  just  quoted  approach  the  most  aggressive  eccentricities  of 

>  Z>tf  lievenu  Fonder^  p,  23. 
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*^  Sodaliffln.  The  difference  here  between  the  mortal  enemy  of 
property  and  its  pretended  defenders  is,  that  tJiey  treat  it  as  a 
parasit^  a  nsorpery  and  a  mendicant,  while  he  bluntly  calls  it  rob- 
bery— that  M.  Prondhon  wishes  to  moke  altrevenue  disappear,  and 
the  oOierg  only  suppress  rent,  which  is,  *in  their  definition,  only  a 
part  of  revenue. 

**  Undoubtedly,  then,  this  doctrine  openly  attacks  property  in 
land.  Will  the  abolition  stop  there?  The  Economists  of  this 
school  have  thought  that  in  limiting  the  application  of  their  prin- 
ciple to  one  case  they  could  say  to  logic — ^you  shall  not  go  further 
thinn  we  do.  But  logic  laughs  at  their  impotent  authority ;  and 
it  is  OBtlfto  see  that  all  property,  both  movable  4uid  immovable, 
is  brongM  into  question  by  the  same  attack.  , 

**  Since  then,  in  fact,  it  is  necessaiy  to  distinguish  two  inde- 
pendent agents  in  production,  man  and  nature,  two  associates  of 
whom  one  appropriates  the  wages  of  the  oth'er ;  instead  of  recog- 
nizing only  one  agent,  one  voluntaiy  and  responsible  active  power 
— ^num,  and  an  iustroment  inert,  passive,  indifferent  to  the  good  or 
evil  of  the  result,  and  consequently  unpaid — ^nature.  Immediately 
that  the  merit  and  the  value  of  the  work  is  attributed  to  the 
means  of  action,  and  not  to  the  actual  cause — ^to  the  force  which 
obeys,  and  not  to  the  will  which  commands — to  unconscious  mat- 
ter, and  not  to  the  intelligence  which  foresees  and  directs ;  this 
principle,  good  or  bad,  must  be  folloTi^d  out  to  the  end.  We  must 
see  in  all  classes  of  production  that  which  emanates  from  the 
thinking  producer,  and  that  which  i^  the  work  of  the  unintelligent 
produoer-*-in  short,  we  must  distinguish  in  the  collective  result  the 
share  of  man  and  the  share  of  the  natural  agent.  For  it  is  not  in 
agriculture  ob^  that  these  natural  agents  appear:  they  most 
dearly  act  eveijiriiere  along  with  man,  because  everywhere  man 
can  only  act  by  means  of  them,  and  everywhere  they  act  in  the 
same  way.  Human  industry  employs  as  aids  light  and  heat,  wind 
and  waterfalls,  the  properties  of  imponderable  fluids,  mechanical 
and  chemical  action,  innumerable  combinations,  in  short,  laws, 
movements,  affinities,  and  throughout  the  infinite  variety  of  physi- 
cal phenomena,  the  forces  of  nature  present  themselves  with  the 
same  Economical  characters  as  in  agriculture.  They  are  indispen- 
sable to  production ;  they  cannot  be  utilized  without  being  appro- 
priated: they  are  limited  in  their  use  and  extent;  unequal  in 
power,  ^'C.    The  profit  of  the  manufacturer,  like  that  of  the 
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agriculturist,  results  from  their  assistance,  and  is  proportional  to 
the  extent  and  energy  of  their  action.  For  if  one  manufacturer 
produces  more,  that  is,  ^b  less  cost  than  his  neighbour&~-«all  personal 
qualities  being  the  same — It  is  always  because  there  they  employ  a 
man  whom  they  must  pay,  he  employs  a  natural  agenl^  whom  he 
does  not  pay.  And  since  this  economy  in  the  cost  of  production  only 
benefits  him,  as  he,  of  course,  sells  exactly  at  the  same  price  as  his 
competitors  with  inferior  processes,  it  is  clear  that  he  intercepts 
and  appropriates  the  wages  of  his  inanimate  worker,  and  this 
interception  exactly  constitutes  his  superior  profit. 

"  Hence  in  manufactures  the  diflPcrences  of  power  among  the 
agents  employed,  are  enormous,  and  so  are  the  differences  of  profit 
which  result  &om  them. 

*'  In  the  transport  of  merchandize,  for  instance,  what  a  shocking 
inequality  of  power  between  the  shoulders  of  a  porter,  horses  and 
and  wagons,  and  a'raflroad  !  In  spinning  what  manual  skill  can 
turn  the  spindles  or  the  wheel  with  the  speed  of  mechanism  ?  Be 
honest  then — ^in  manufactures,  perhaps  even  more  than  in  agri- 
culture, it  is  the  instrument  which  causes  production.  If,  therefore, 
you  attribute  the  power  of  the  instrument  to  nature,  the  share 
which  nature  can  claim  in  these  profits  is  greater  than  in  any 
others;  and  the  greater  profits  of  manufactures  and  commerce 
ought  to  be  called  rent,  and  the  monopoly  of  natural  agents^  just 
as  much  as  the  moderate  profits  of  8  or  4  per  cent,  in  agriculture. 
In  short,  in  every  kind  of  production  you  have  the  same  mechan- 
ism, the  same  combination  of  the  action  of  men  with  the  action  of 
nature,  the  same  differences  in  the  rate  of  profit,  the  same  influence 
of  the  instrument  and  capital  over  the  result.  More  than  i^at, 
you  have  the  same  form  in  the  division  of  the  profit,  you  have 
the  sale,  the  loan,  and  the  lease ;  the  proprietor  and  the  farmer, 
the  capitalist  and  the  worker,  he  who  fiimishes  the  instrument  and 
he  who  uses  it ;  he  who  produces  and  he  who  only  'stretches  out 
his  hand  to  receive  profit.'  Either  it  must  be  clearly  said  that  one 
has  two  weights  and  two  measures ;  that  one  is  determined  to  find 
quite  right  in  one  case  what  is  abominable  in  another,  or  we  must 
apply  sbictly  to  the  profits  of  manufactures  the  severe  analysis 
applied  to  the  profits  from  land ;  we  must  extend  to  profits  and 
interest  (which  only  proceeds  from  them)  and  to  capital  this 
accusation  of  monopoly,  of  usurpation,  of  parasitism,  which  we  have 
just  seen  so  clearly  expressed  against  rent  and  property  in  the  soil. 
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"  Thns  we  see  all  property,  movable  and  immovable,  destroyed, 
sfcrack  with  the  same  charge  of  original  injustice,  and  all  reduced 
fcnr  protectioii  to  some  article  in  the-6o&»  It  is  not  only  as  is 
now  proposed  that  all  rent  must  be  cdnfifoatod  by  taxation,  it  is 
profits  from  mann&ctmres  and  interest  iii^di*smst  be  attacked  by 
a  radical  reform." 

Again  ^ — **  Bat  simple  as  it  is  this  way  of  looking  Bi  produit-nef, 
profit,  revenue,  and  their  consequences,  must  necessarily  escape  all 
those  who,  like  Ricardo,  Bossi,  Sismondi,  Proudhon,  &c.,  define 
Valne  as  the  ^  quantity  of  labour,'  and  measure  it  by  cost  of  pro- 
duction. 

^  In  &ct,  profit  is  precisely  the  excess  ff  selling.value,  or  actual 
value,  above  the  cost  of  production  or  theoiqSticA  value.  The^ 
then  consider  it  as  an  anomaly,  a  robbery,  an  iniquity.  Hence 
these  distortions  and  contradictions  into  which  they  have  all  more 
or  less  fallen.  Ricardo  himself  has  fallen  into  it  headlong  with  a 
coriously  blind  simplicity.  The  prodidt-net  has,  as  is  well  known, 
three  principal  manifestations,  rent  of  land,  profits  of  manufactures, 
and  interest  of  capital.  Ricardo — in  rent  explains  it  by  monopoly 
and  the  price  of  natural  agents — ^in  profits  by  a  deduction  by  the 
employer  from  the  wages  of  labour — ^in  interest — ^he  never  suspected 
that  it  is  the  same  problem :  he  admits  interest  as  indisputable : 
educated  and  brought  up  on  the  Londgn  Exchange,  from  3  to  5 
per  cent,  was  probably  for  Ricardo  an  aiiticle  of  faith.  Proudhon, 
a  much  stoonger  and  more  daring  logician,  did  not  deceive  himself 
as  to  tiie  identity  of  the  three  words,  rentj  profit^  and  interest:  he 
has  quite  correctly  placed  them  in  the  same  class  bb  produit-fiet — a 
service  or  product  sold  above  its  cost  of  production.  And  since, 
according  to  him,  Ricardo,  Rossi,  Sismondi,  <&c.,  the  cost  of  pro- 
duction is  the  theoretical  measure  of  value,  and  is  the  just  value, 
naturaDy  all  produit-net  appeared  to  him  an  iniquitous  deduction, 
and  he  says  that  renty  profit,  and  interest  are  robbeiy, — and  I  do 
not  know  how  to  reply  to  Proudhon,  if  you  admit  that  Value  is 
defined  by  the  quantity  of  material  labour,  and  measured  in  each 
particular  case  by  the  cost  of  production." 

Now,  without  finding  it  necessary  to  agree  with  all  that  M.  de 
Fontenay  has  said  in  his  remarkable  volume  on  Rent,  he  has  at 
least  pointed  out  the  fundamental  fallacy  of  breaking  up  Economic 
phenomena  into  separate  classes  and  finding  a  separate  law  of 

^  Du  Jlerenu  fancier ^  p.  191. 
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value  for  each ;  and  he  has  shewn  most  irrefragably  that  rent, 
profit,  and  interest  all  proceed  from  the  same  cause — the  excess  of 
the  Value  above  the  cost  of  produclion,  which  can  only  be  effected 
by  the  Intensity  of  ttie  Demand  and  the  Limitation  of  the  Supply. 
They  all  stand  or  faU  together,  and  if  the  State  has  the  right  to 
confiscate  the  one  it  has  the  right  to  confiscate  the  others ;  and  we 
earnestly  commend  M.  de  Fontenay's  volume  to  the  attention  of 
those  who  believe  in  Mill's  scheme  of  confiscating  the  rent  of 
land. 

13.  The  Rent  of  land  is  an  excellent  example  of  the  general 
Equation  of  Economics.  »£ent  is  the  money  paid  by  the  farmer 
to  the  landlord  for  t^e  use  of  the  land.  The  first  indispensable 
condition  of  rent  arising  is,  that  one  person  is  the  owner  of  more 
land  than  he  can  conveniently  cultivate  himself.  A  landlord  is  a 
capitalist  whose  capital  consists  of  land ;  and,  like  all  other  capi- 
talists, he  either  trades  with  it  himself  or  lets  part  of  it  out  to 
others  to  trade  with,  and  of  course  he  is  entitled  to  receive  interest 
for  the  use  of  his  capital  like  any  other  capitalist.  The  difference 
between  a  landlord  who  cultivates  his  own  land  and  a  farmer,  is 
just  the  difference  between  the  man  who  trades  with  his  own  or 
on  borrowed  capital.  A  man  who  has  a  large  amount  of  capital 
in  land  is  in  a  very  differentposition  to  one  who  has  his  capital  in 
money,  because  no  single  man  can  trade  with  any  very  large  amount 
iti  land.  It  is  very  rarely  a  man  farms  more  than  a  thousand  acres 
of  land,  but  many  a  merchant  trades  with  half  a  million  of  money. 
Now,  unless  a  man  can  trade  with  his  land  himself,  or  get  some 
one  else  to  do  so,  it  is  of  no  value  to  him ;  but  if  the  merchant 
cannot  trade  profitably  with  half  a  million  of  money,  it  will  still 
bq  useful  to  him — he  can  always  get  some  interest  for  its  use,  how- 
ever small.  It  is,  therefore,  a  positive  necessity  to  a  man  who 
possesses  a  large  estate  to  let  part  of  it  out  to  farmers.  No  mis- 
fortune to  a  large  landed  proprietor  could'  be  worse  than  to  have 
a  considerable  extent  of  his  estate  thrown  upon  his  hands  at  once. 
Now,  this  circumstance  increases  the  power  of  the  person  who 
wants  to  borrow  the  capital  over  the  jone  who  wants  to  lend  it ;  it 
is  a  greater  service  done  to  a  landlord- ta'  take  a  farm  than  it  is  to  a 
tenant  to  let  it  to  him.  In  this  case,  like  as  in  other  loans  of 
capital,  we  must  consider  the  farmer  as  the  purchaser  of  the  ser- 
vice ;  but  when  the  capital  to  be  borrowed  is  land,  the  power  of 
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the  porchafier  over  tiie  seller  is  mnch  greater  than  when  it  is 
money.  Hence,  we  mnst  expect  that  the  price  of  it  should  neces- 
sarily be  lower ;  and  this  is  what  we  actually  find  to  be  the  case. 
The  rent  of  land,  or  the  money  paid  for  the  use  of  that  species  of 
capital,  is  much  less  than  in  the  safest  mercantile  operation. 
There  are,  no  donbt,  other  causes,  which  also  tend  to  produce  a 
similar  effect,  operating  simultaneously  to  increase  the  difference ; 
bfat  the  cause  we  first  assigned  is  a  true  cause  of  a  certain  amount 
of  that  effect,  though  not  of  the  whole  of  it.  The  rent  of  land 
rarely  exceeds  2^  to  8  per  cent,  of  the  value  of  the  land,  and  is 
often  less  than  that. 

14.  During  the  great  revolutionary  war;  ^succession  of  baa 
harvests,  joined  to  other  causes,  produi^  an  enormous  rise  in  the 
price  of  com,  so  that  in  1812  it  reached  the  price  of  130s.  a 
quarter.  Owing  to  this  extraordinary  rise  of  price,  an  immense 
quantity  of  inferior  land  was  taken  into  cultivation  at  an  extrava- 
gant coiBt,  because  the  fieumers  expected  that  high  prices  would  be 
permanent.  Now,  let  us  suppose  that  the  old  lands  in  cultivation  had 
produced  no  more  than  they  had  done  during  the  years  of  scarcity, 
what  would  have  been  the  necessary  consequence  of  this  additional 
quantity  of  com  added  to  the  market  ?  As  the  quantity  of  land 
taken  into  cultivation  could  only  be  increased  gradually,  the  first 
quantity  added  to  the  existing  supply  would  not  have  added  much 
to  ik  The  proportion  between  the  increment  and  the  existing 
supply  would  not  have  been  great,  consequently  it  would  only  lower 
prices  a  little,  and  would  leave  a  large  profit  to  the  producer.  But 
the  more  land  that  was  brought  into  cultivation,  the  more  would 
the  quantity  of  com  brought  to  market  be,  and  the  more  would 
prices  be  lowered.  And  this  might  go  on  until  the  constantly 
increasing  quantities  of  com  lowered  the  price  so  much,  that  it 
would  only  just  leave  a  profit,  and  further  production  would  cease. 
And  it  is  perfectly  evident,  that  it  would  always  be  the  market 
price  whidi  would  indicate  how  great  an  expense  could  be  afforded 
as  cost  of  production.  Hence,  we  see  that  it  was  the  increased 
price  of  com  that  called  inferior  land  into  cultivation,  and  it  was 
the  increased  quantity  of  com  produced  that  lowered  the  market 
price,  until  the  cost  of  production  and  the  market  price  might 
possibly  meet.  But  whether  they  did  so  or  not  would  entirely 
depend  upon  the  quantity  i)roduced. 
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So,  in  the  Highlands  of  Scotland,  the  rent  of  a  sheep-fiEmn  de- 
pends npon  the  price  of  wool  and  sheep,  and  not  the  revene.  A 
Highland  farmer  would  smile  if  he  were  told  that  the  rent  he  paid 
raised  the  price  of  wool  and  sheep ;  when  he  knew  well  enough 
that  the  rent  he  oonld  afford  to  pay  depended  npon  tiie  price  of 
the  produce. 

Hence,  also,  we  see  the  utter  fallacy  of  Ricardo's  rule,  that  it  is 
the  cost  of  production  under  the  most  unfavourable  clrcumstanceB 
that  regulates  price.  The  truth  is  that  it  is  the  exact  reverse. 
The  price  regiQates  the  greatest  cost  of  production  that  can  be 
afforded,  or  the  most  unfavourable  circumstances  under  which  pro- 
duction can  take  place. 

15.  From  these  observations  we  gather  tibat  the  &nner  is  just 
in  the  same  position  as  the  manufacturer;  neither  of  them  can 
oonmiand  the  price  they  please  for  the  articles  they  have  to  sell ; 
consequently  they  must  each  consider  what  will  be  the  probaUe 
value  of  it  when  sold,  and  then  they  must  devote  the  whole  of 
their  skill  and  energy  in  diminishing  the  cost  of  production.  In 
order  to  do  this  each  of  them  calls  in  the  aid  of  science ;  the 
manufacturer  in  the  mechanical  form  of  machinery,  the  farmer  in 
the  chemical  form  of  manures  and  draining,  and  every  other 
means  that  science  or  skill  can  suggest  to  develope  the  productive 
powers  of  the  earth.  Neither  of  them  can  fix  absolutely  wtat  the 
cost  of  production  is,  until  every  improvement  in  science  has-been 
adopted,  and  every  resource  exhausted.  It  is  undoubtedly  true 
that  the  cost  of  production  and  the  value  of  the  produce  must 
have  a  relation  to  each  other,  but  the  question  which  is  to  govern 
the  other  is  the  whole  difference  between  protection  and  free  trade. 
Under  the  former  system,  the  cost  of  production  might  be  as 
extravagant  and  wasteful  as  possible ;  the  land  might  be  undrained 
and  badly  cultivated,  and  the  object  was  to  secure  by  law  a  price 
which  should  under  all  circumstances  cover  every  conceivable  piece 
of  waste  and  bad  management,  which  was,  with  somewhat  of  a 
mauvaise  plaisamterie,  called  the  natural  price  of  com.  While  the 
one  system  held  out  a  direct  reward  for  every  species  of  mismanage- 
ment  and  ignorance,  and  stinted  production,  the  other,  on  the 
contrary,  encourages  skill  and  energy,  and  stimulates  production, 
and  so  confers  upon  the  community  at  large  the  blessings  of  as 
great  abundance  and  cheapness  as  circumstances  permit. 
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16.  Out  fonnnia  at  onoe  explains  a  fact  which  is  well  known 
to  every  one  who  has  a  practical  acquaintance  with  the  manage- 
ment of  estates,  that  it  is  far  more  advantageous  for  a  landlord  to 
have  his  estate  divided  into  farms  of  moderate  size  than  ve^  large 
onesy  because  so  many  more  persons  have  a  moderate  than  a  largo 
qoantity  of  capital,  and  consequently  so  many  more  are  able  to 
oompete  for  a  moderate  sized  farm  than  a  large  one.  The  landlord 
being  tiie  seller  of  the  service,  his  power  over  each  competitor 
increases  according  to  their  number,  and  he  can  demand  a  higher 
price  for  it.  But  if  a  farm  is  very  large,  so  few  can  compete  for 
ity  that  the  landlord's  power  over  each  diminishes,  and  he  will 
usually  be  obliged  to  let  it  low.  The  same  remark  holds  good  in 
houses,  and  for  the  same  reason ;  houses  of  a  moderate  size  let 
much  better  than  i^ose  of  a  large  one. 

17.  To  many  persons  it  appears  an  inequitable'  arrangement 
that  a  tenant  should  pay  a  fixed  sum  to  the  landlord,  whatever  be  the 
price  of  com,  which  is  notoriously  an  article  whose  value  is  of  the 
most  fluctuating  description.  And  no  doubt  to  persons  who  are 
not  much  acquainted  with  the  subject,  the  metayer  system  may 
appear  to  be  more  equitable.  But  it  is  not  found  to  be  so  in 
practice.  Payment  of  rent  in  kind  used  to  prevail  to  a  consider- 
able extent  in  Scotland.  Iq  many  parts  of  the  country  there  are 
still  to  be  seen  large  buildings,  in  which  the  farmers  used  to  store 
the  rents  of  the  landlord.  But  the  unfortunate  landlord,  of  course, 
got  the  worst  part  of  everything.  And  as  civilization  advanced 
this  payment  of  rent  in  kind  was  universally  abolished,  and  a 
payment  in  money  sabstituted.  Now,  as  the  people  have  miiver- 
saUy  abandoned  payment  in  kind,  and  substituted  payment  in 
money,  it  is  the  best  proof  that  can  be  had  that  the  latter  method 
is  more  practically  convenient  than  the  other. 

But  even  though  the  payment  in  kind  of  a  portion  of  the  pro- 
duce has  been  abandoned,  and  the  payment  made  in  money,  many 
schemes  have  been  devised  to  ensure  what  appeared  to  be  a  more 
equitable  division  of  profits  between  landlord  and  tenant,  according 
to  the  varying  price  of  com.  And  different  modifications  of  this 
system,  which  is  generally  called  "  com  rents,"  are  in  favour  in 
tins  country.  While,  in  some  parts  of  the  country,  opinion  i% 
much  in  favour  of  com  rents,  on  the  other  hand,  in  many  other 
parts  of  the  country  which  are  in  the  highest  state  of  cultivation. 
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and  where  the  highest  Bcience  prevails,  com  rents  are  held  in  atter 
abhorrence,  and  opinion  is  equally  tenacions  of  fixed  rents. 

At  the  first  blnsh  of  the  thing  it  might  appear  that  com  rents 
are  manifestly  the  most  equitable.  To  this  we  say,  that  so  many 
different  systems  have  been  proposed,  that  it  is  impossible  to  give 
a  general  answer.  Some  that  have  been  proposed  can  be  clearly 
shewn  to  be  most  unfair.  To  give,  therefore,  a  proper  answer  we 
must  have  the  particular  system  that  is  proposed.  But  our  own 
observation  leads  us  to  doubt  whether  these  com  rents  are  so 
advantageous  as  is  frequently  supposed.  In  the  first  place,  as 
agricultural  science  improves,  the  greater  is  the  variety  of  the  pro- 
duce of  the  farm,  and  t^e  greater  is  the  complexity  of  accounts 
required  to  calculate  the  rent.  Besides,  we  believe  that  it  will  be 
found  that  there  will  be  less  variation  in  the  value  of  the  whole 
produce  of  a  form  than  in  its  quantity.  When  the  quantity  is 
great  the  price  will  be  low,  when  the  quantity  is  small  the  price 
will  be  high,  consequently  the  total  money  value  will  probably  be 
more  steady  from  year  to  year  than  the  whole  quantity.  And  it 
will  be  found  that  farmers  in  general,  at  least  those  of  substantial 
capital,  who  are  most  desirable  to  have  as  tenants,  prefer  to  have  a 
fixed  charge  once  for  all,  which  they  know  beforehand,  and  which 
they  can  calculate  upon,  than  a  varying  one. 

18.  Ricardo  applied  his  principle  of  Bent  to  mines  as  well  as 
to  land^ — ^'^  Mines  as  well  as  land  generally  pay  a  rent  to  their 
owner ;  and  this  rent,  as  well  as  the  rent  of  land,  is  the  effect,  and 
never  the  cause,  of  the  high  value  of  their  produce. 

"  If  there  were  abundance  of  equally  fertile  mines,  which  (my 
one  might  appropriate^  they  could  yield  no  rent ;  the  value  of  their 
produce  would  depend  on  the  quantity  of  labour  necessary  to  ex- 
tract the  metal  from  the  mine  and  bring  it  to  market." 

To  this  it  may  be  observed  that  if  any  one  might  appropriate 
the  mines  there  could,  of  course,  be  no  rent :  because  the  very 
condition  of  rent  arising  is  that  the  mine  is  already  appropriated 
by  one  person  and  let  out  to  another ;  so  that  whether  the  mines 
are  equally  fertile  or  not,  has  nothing  to  do  with  the  question. 

"  But  there  are  mines  of  various  qualities,  affording  very  differ- 
ent results,  with  equal  quantities  of  labour.  The  metal  produced 
from  the  poorest  mine  that  is  worked  must  at  least  have  an  ex- 

*  Principlei  of  PoUiical  Economy ^  ch.  3. 
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changeable  yalae,  not  only  sn£Scient  to  procnre  all  the  clothesy 
food,  and  other  necessaries  consmned  by  those  employed  in  working 
ity  and  bringmg  the  produce  to  market^  bat  also  to  afford  tiie  com- 
mon and  ordinary  profits  to  him  who  advances  the  stock  necessary 
to  carry  on  ttie  undertaking.  The  return  for  capital  fcom  the 
poorest  mine  paying  no  rent,  would  regulate  the  rent  of  all  the 
other  more  productiye  mines.  This  mine  is  supposed  to  yield  the 
usual  profits  of  stock.  All  that  the  other  mines  produce  more  than 
this  will  necessarily  be  paid  to  the  owners  for  rent.  Since  this 
principle  is  precisely  the  same  as  that  which  we  have  already  laid 
down  respecting  land,  it  will  not  be  necessary  farther  to  enlarge 
on  it** 

19.  Mill,  as  usual  copying  Bicardo,  says^ — "  Agricultural  pro- 
ductions are  not  the  only  commodities  which  have  several  different 
costs  of  production  at  once,  and  which  in  canseqtience  of  thai  dif^ 
ferenee  and  in  proportion  to  it,  afford  a  rent.  Mines  are  also  an 
instance.  Almost  all  kinds  of  raw  material  extracted  fix)m  the 
interior  of  the  earth — ^metals,  coals,  precious  stones,  &c.,  are  ob- 
tained from  mines  differing  considerably  in  fertility,  that  is,  yield- 
ing very  different  quantitite  of  the  product  to  the  same  quantity  of 
labour  and  capital.** 

Now,  let  us  observe  the  necessary  consequence  of  such  doctrines. 
If  the  rent  of  mines  arises  solely  from  differences  in  the  fertility 
of  mines,  and  is  only  paid  in  consequence  of  that  difference,  it> 
manifestly  follows  that  if  all  the  mines  were  of  equal  fertility  there 
could  be  no  such  thing  as  rent.  A  doctrine  too  absurd  to  require 
a  moment's  refutation.  It  would  be  manifestly  just  as  absurd  to 
say  that  rent  is  paid  for  houses  because  houses  are  of  different 
sizes ;  and  that  if  all  the  houses  in  a  great  city,  like  London  and 
Paris,  were  of  the  same  size  there  could  not  be  any  such  thing  as 
rent:  or  that  freights  are  paid  for  ships  because  ships  are  of 
different  sizes,  and  that  if  all  ships  were  of  the  same  size  there 
could  be  no  such  thing  as  freights :  or  that  wages  or  salary  ar& 
paid  to  men  because  men  differ  in  capacity,  and  that  if  all  men 
were  of  equal  capacity  there  could  be  no  such  thing  as  wages  or 
salary :  and  so  on  in  innumerable  cases ;  in  short,  if  the  Bicardo- 
MUl  theory  be  true,  prices  are  only  paid  for  anything  because 
things  differ  in  quality  or  degree. 

>  PrineipUs  of  PoUtiaA  Economy ^  B.  Ill.t  cA.  fi,  §  8. 
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Nay  more,  this  doctrine  of  Ricardo  and  Mill  leadia  to  oonse- 
qnences  which  are,  if  poesible,  even  still  more  absurd.  For  as 
they  say  that  Bent  only  arises  from  differences  of  fertility  between 
different  mines,  it  would  follow  that  if  there  were  but  a  single 
mine  or  quarry  no  rent  could  be  paid  for  it  I  If  this  were  true, 
kelpHshores  could  only  have  paid  a  rent  because  there  were  shores 
of  different  fertility ;  and  if  there  had  been  only  a  single  kelp- 
shore  no  rent  could  have  been  paid  for  it !  Nor  is  this  by  any 
means  an  imaginary  case.  There  is  but  a  single  mine  of  plumbago 
in  England,  and  according  to  the  doctrine  of  Ricardo  and  Mill 
no  rent  can  be  paid  for  it ;  a  doctrine  at  which  the  owner  of  the 
mine  would  doubtless  smile.  Nor  could  any  rent  be  paid  for  the 
quarries  of  Pares,  Carrara,  or  Pentelicus :  a  doctrine  so  manifestly 
absurd  as  to  require  no  refutation. 

But,  in  fact.  Mill  has  himself  entirely  overthrown  this  theory 
of  Bent.  He  says  a  little  further  on — ''  Whatever  be  the  causes, 
it  is  a  fact  that  mines  of  different  degrees  of  richness  are  in  opera- 
tion, and  since  the  value  of  the  produce  must  be  proportional  to 
the  cost  of  production  at  the  worst  mine  (fertility  and  situation 
taken  together),  it  is  more  than  proportional  to  that  of  the  best. 
AU  mines  superior  in  pnxluce  to  the  worst  actually  worked  wiU 
yield,  therefore,  a  rent  equal  to  the  excess.  They  may  yield  more, 
and  the  worst  mine  may  itself  yield  a  rent.  Mines  being  compara- 
tively few,  their  qualities  do  not  graduate  gently  into  one  another 
as  the  qualities  of  land  do ;  and  the  demand  may  be  sudi  as  to 
keep  the  value  of  the  produce  considerably  above  the  cost  of  pro- 
duction at  the  worst  mine  now  worked,  without  being  sufSdent  to 
bring  into  operation  a  still  worse." 

Now,  if  this  be  true,  which  it  undoubtedly  is,  what  becomes  of 
the  doctrine  that  mines  only  pay  a  rent  in  consequence  of  their 
being  of  different  degrees  of  fertility,  and  that  the  Bent  is  the 
excess  of  the  more  fertile  mines  above  t^e  least  fertile  one  ?  Is 
it  not  obvious  from  this  passage  of  Mill  that  the  Value  of  the 
produce  is  due  entirely  to  the  Intensity  of  the  Demand  for  the 
produce  and  the  Limitation  of  the  Supply  of  it  ?  And  that  it  is 
a  mere  accident  that  mines  differ  in  degrees  of  fertility  ?  H  aU 
the  mines  pay  a  rent,  how  can  it  be  essential  to  Bent  that  they 
ghould  differ  in  fertility  ?  As  M.  H.  Passy  truly  observes,  this  is 
to  take  the  circumstances  which  make  a  difference  in  the  rate  of 
Bent  for  the  came  which  produces  Bent.    The  same  principle 
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manifestly  governs  the  Bent  of  land  and  the  Rent  of  Mines :  only 
it  so  happens  that  the  differences  of  land  nsnaUy  graduate  more 
gently  than  the  diflbrences  of  mines.  Bat  in  all  cases  these  dif- 
ferences are  the  mere  accid&nt  of  Bent,  and  not  its  essmce.  And 
so  the  Bicardo-MiU  theory  of  Bent  vanishes  into  air  I 

Mill  has  applied  the  same  theory  to  fisheries ;  bat  after  the  ftdl 
consideration  and  refdtation  abready  given  of  the  theory  as  applied 
to  land  and  mines  it  wonld  be  saperflaoas  to  refdte  it  as  regards 
fuaheries. 

20.  We  thas  see  that  the  doctrine  first  positively  annoonced  by 
Anderson,  and  adopted  by  all  Economists  since,  that  Bent  does  not 
inflaenoe  ttie  price  of  agricaltaral  prodacts  sadi  as  com,  is  trne. 
Sach  a  prodact  is  broaght  into  a  common  market  which  no  single 
prodnoer  can  infinence,  and  therefore  he  most  conform  himself  to 
its  conditions.  A  certain  general  price  is  necessary  to  attract  a 
certain  snpply ;  and  the  differences  in  the  cost  of  prodaction  of  each 
particalar  parcel  can  have  no  influence  on  its  price.  The  supply 
wiU  be  produced  so  long  as  its  value  affords  the  cost  of  labour  and 
ordinary  profits.  No  one  created  the  land  itself,  and  therefore 
remuneration  for  the  use  of  it  is  not  part  of  the  necessary  cost  of 
prodaction :  and  if  any  particular  parcel  of  its  produce  will  not 
afford  both  ordinary  profits  and  Bent,  Bent,  of  course,  will  vanish 
first.  The  producers  of  com  are  far  too  numerous  to  combine  to 
limit  the  supply.  For  a  considerable  time  it  was  attempted  to 
limit  the  supply  of  foreign  com  by  prohibitive  or  protective  legis- 
lation, but  all  such  laws  have  been  for  ever  render^  impossible  in 
this  country;  and  consequently  com  will  come  in  from  foreign 
countries  so  long  as  the  value  of  it  here  will  yield  the  ordinary 
profits  of  trade. 

But  where  the  producers  are  fewer  in  number  the  case  is  differ- 
ent. The  owners  of  mines  of  different  sorts  are  comparatively 
few,  and  they  can  without  any  great  difficulty  come  to  an  agree- 
ment to  limit  the  supply.  It  has  been  alleg^  that  the  owners  of 
coal  mines  have  on  several  occasions  agreed  to  limit  the  supply  in 
order  to  maintain  it  at  a  certain  level  in  order  to  preserve  tlieir 
rents.  Though  the  same  rule  would  evidently  apply  to  minerals 
as  to  com,  if  the  producers  were  too  numerous  to  combing 
Minerals  of  all  sorts  are  the  free  gift  of  nature,  and  not  the 
creation  of  man,  and  therefore  a  remuneration  for  them  is  not  a 
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part  of  the  necessary  oost  of  prodnction :  and  if  there  were  no 
arbitrary  limitation  of  supply  they  would  oontinue  to  be  produced 
so  long  as  the  producers  obtained  ordinary  profits* 

But  the  case  is  different  with  shops.  In  these  Bent  does  un- 
doubtedly enter  into  price ;  because  in  such  cases  it  is  part  of  the 
necessary  oost  of  production.  No  man  created  the  land  or  the 
minerals ;  but  shops  are  not  the  gift  of  nature.  They  are  created 
by  the  expenditare  of  capital,  which  is  part  of  the  necessary  oost 
of  production,  and  it  must  be  replaced  in  the  price  of  the  articles. 
Moreover  each  shop  is  a  little  market  in  itself,  oyer  whidi  the 
producer  has  complete  command,  only  controlled  by  o&er  pro- 
ducers who  are  all  in  a  similar  position.  A  retail  shopkeeper 
buys  his  goods  at  a  certain  price  from  the  wholesale  dealer,  and  he 
has  a  certain  price  to  pay  for  rent ;  or  if  he  built  the  shop  himself 
he  must  have  laid  out  a  certain  capital  on  it,  and  must  have  a 
certain  interest  on  that  expenditure.  He  must  also  provide  for  his 
own  maintenance.  He  expects  to  have  a  certain  amount  of  custom ; 
he  therefore  fixes  such  a  price  upon  his  articles  as  he  estimates  will 
provide  for  all  these  things.  If  he  cannot  obtain  these  returns  he 
must  give  up  his  business.  All  his  competitors  are  in  exactly  thje 
same  condition,  and  thus  the  producers  have  the  command  of  the 
market.  The  prices  which  each  may  fix  are  only  controlled  by 
what  he  thinks  his  customers  will  give,  and  his  feUow-oompetitors 
will  enforce  as  well  as  himself.  None  of  these  competitors  how- 
ever can  afford  to  sell  below  that  amount  any  more  than  he  can. 
•  Consequently  in  such  cases  rent  is  a  part  of  the  necessary  cost  of 
production,  as  being  only  the  interest  on  capital  expended  :  and 
production  must  cease  unless  such  interest  is  afforded :  and  there- 
fore in  such  cases  it  necessarily  and  justly  forms  a  part  of  price. 

It  is  easily  seen  that  this  is  true  by  any  one  who  considers  the 
difference  between  the  prices  of  fish,  fruit,  and  vegetables  as  sold 
in  shops  where  the  shop  is  the  fixed  capital,  and  the  same  articles 
sold  by  costermongers  in  the  street,  whose  only  fixed  capital  is  a 
barrow. 

21.  What  we  have  said  now  is  sufficient  to  explain  the  general 
principles  of  Bent,  and  to  shew  the  entirely  unphilosophical  nature 

«of  Bicardo's  theory,  which  has  been  adopted  by  so  many  Econo- 
mists in  this  country,  but  which  the  greater  number  of  the  more 

.eminent  French  ]E)conomists  repudiate.   Mill  himself  acknowledges 
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that  Eoonomics  is  to  be  treated  as  a  Physical  Sdenoe.  It  is  sur- 
prising that  he  did  not  perceive  that  Bioardo's  system  of  breaking 
np  the  phenomena  of  Economics  into  several  classes  of  cases,  and 
explaining  each  class  by  a  distinct  Theory  of  Value,  is  just  as 
afasord  as  it  would  be  to  break  up  the  phenomena  of  Optics  into 
several  daaaesy  and  to  explain  each  by  a  distinct  Theory  of  Light. 

It  is  also  surprising  that  he  did  not  perceive  that  the  admissions 
he  makes  himself  are  fatal  to  the  theory  he  admires  so  much. 
When  he  says^ — ^^  If  the  whole  land  of  a  country  were  required 
for  cultivation  aU  of  it  might  yield  a  rent,"  and  when  he  says  that 
an  the  mines  in  a  country  may  yield  a  rent,  is  not  such  an  ad*' 
mission  fatal  to  the  doctrine  tJiat  differences  of  advantage  are 
essential  to  Bent  ? 

If  all  lands  and  mines  can  pay  Bent  how  can  Bent  be  '*  the 
difference  between  the  unequal  returns  to  different  paifs  of  the 
capital  employed  on  the  soil,"  or  the  "  price  of  the  privilege  which 
the  inequality  of  the  returns  to  different  portions  of  ^ricultural 
produce  confers  on  all  except  the  least  favaured  portion  f  " 

Thus  he  in  one  place  defines  Bent  to  be  the  excess  of  the 
returns  of  all  portions  above  the  worst,  thereby  expressly  excluding 
the  worst  portion  from  the  capacity  of  paying  Bent,  and  then  he 
says  in  another  place  that  all  portions,  even  the  worst,  may  pay 
Bent !    Can  anything  be  more  contradictory  or  absurd  ? 

22.  Moreover,  Anderson's  theory  of  Bent  is  quite  different 
from  Bicardo's,  as  generally  understood.  Anderson  makes  the 
value  of  com  spring  entirely  from  demand,  and  the  increasing 
demand  lead  to  the  increase  of  price,  which  permits  additional 
cost  to  be  bestowed  on  bringing  inferior  land  into  cultivation. 

Bicardo  makes  the  increase  of  price  to  proceed  from  the  in- 
creased labour  bestowed  on  producing  the  com,  and  from  the 
extracts  given  above  it  is  quite  clear  that  Bicardo's  doctrine  is 
that  the  bringing  of  worse  lands  into  cultivation  must  precede, 
and  is  the  cause  of,  the  increase  of  the  price ;  and  this  is  the 
sense  which  both  his  opponents,  Chalmers  and  Thompson,  and  his 
admirer,  McCulloch,  attribute  to  him.  But  Mill,  in  accordance 
with  Anderson,  says  justly' — "The  higher  the  market  value  of 
produce,  the  lower  are  the  soils  to  which  cultivation  can  descend, 

>  Principles  of  BMtical  Economy,  B,  IL,  ch.  16,  S  2.         *  Ibid, 
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consistently  with  affording  to  the  capital  employed  the  ordinary 
rate  of  profit. 

"As,  however,  differences  of  fertility  slide  into  one  another  by 
insensible  gradations ;  and  differences  of  accessibility,  that  is  of 
distance  fix>m  market,  do  the  same ;  and  since  there  is  land  so 
barren  that  it  conld  not  pay  for  its  cultivation  at  any  price ;  it  is 
evident  that  whatever  the  price  may  be,  there  mnst  in  any  ex- 
tensive region  be  some  land  which  at  that  price  will  jnst  pay  ttie 
wages  of  the  cultivators,  and  yield  to  the  capital  employed  the 
ordinary  profit,  and  no  more.  Until  therefore  the  price  rises 
higher,  or  until  some  improvement  raises  that  particular  land  to  a 
higher  place  in  the  scale  of  fertility,  it  can  not  pay  any  rent.** 
Now  this  no  doubt  is  true,  but  unfortunately  it  is  exactly  contrary 
to  the  theory  of  Bicardo  in  his  chapter  on  Rent,  which  Mill 
declares  to  be  the  pons  asmorum  of  Political  Economy ! 

23.  We  have  thus  shewn  that  Mill  contradicts  himself  on  the 
very  definition  of  Rent,  and  that  Bicardo's  theory,  which  he  so 
much  extols,  does  not  account  for  the  existence  of  Rent,  but  only 
for  the  differences  in  its  amount.  And  it  needs  no  ghost  to  teU 
us  that  lands  which  possess  superior  advantages  of  fertility  and 
situation  will  pay  a  higher  rent  than  inferior  lands ;  and  this  is  all 
that  Ricardo's  theory  of  Rent  really  amounts  to. 

But  Ricardo  is  contradictory  to  himself.  In  his  chapter  on  Rent 
he  most  dearly  makes  the  price  of  com  to  depend  on  the  cost  of 
producing  the  worst  portion  of  it :  and  that  it  is  bringing  inferior 
lands  into  cultivation  which  raises  the  price  of  com,  and  enables 
Rents  to  be  paid  on  the  superior  lands. 

But  in  combatting  Malthus  he  says  precisely  the  reverse^ — **  It 
is  the  rise  in  the  market  price  of  com  which  alone  encourages  its 
production ;  for  it  may  be  laid  down  as  a  principle  uniformly  tme, 
that  th^  only  great  encouragement  to  the  increased  production  of 
a  commodity  is  its  market  value  exceeding  its  natural  or  necessary 
value."  This  doctrine  is  manifestly  contradictory  to  his  other 
theory. 

In  fact,  as  soon  as  it  is  admitted  that  all  lands  and  mines  can 
pay  Rent,  Ricardo's  Theory,  as  well  as  all  Theories  of  Rent  that 
nmke  differences  of  advante^e  as  essential  to  the  payment  of  Rent, 
vanish  into  air.    For  they  wholly  fail  to  account  for  the  Rent  of 

>  Principlei  of  Political  Economy,  ch.  32. 
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the  worst  portioa.  Bat  when  we  adopt  the  General  Law  of  Yalne, 
or  the  General  Equation  of  Economics  we  have  obtained,  the  whole 
snbject  becomes  dear  and  harmonious.  The  Value  of  the  product 
is  determined,  like  as.  in  all  other  cases,  exclusively  by  the  General 
Law  of  Supply  and  Demand ;  and  if  the  Value  is  sufficiently  high, 
all  lands  and  mines  may  pay  rent ;  and  whether  or  not  tUere  are 
differences  of  advantage  in  various  lands  or  mines,  or  not,  is  a 
mere  accident,  quite  independent  of  the  General  Theory. 

Bicardo  has  also  contradicted  himself  on  the  only  really  im- 
portant point  in  his  theory.  In  his  former  chapter  he  maintains 
that  the  payment  of  Rent  does  not  affect  the  general  price  of  com : 
that  the  cost  of  producing  the  worst  portion  regulates  the  price  of 
the  whole :  that  if  the  landlords  did  not  receive  their  rents  the 
farmers  would;  and  that,  therefore,  the  di\4sion  of  the  profits 
between  landlords  and  farmers  in  no  way  affects  the  consumer, 
but  if  the  landlords  gave  up  their  rents  they  would  simply  go  into 
the  pockets  of  the  farmers. 

But  in  the  chapter  combatting  Malthus  he  says  that  he  agrees 
with  Sismpndi  and  Buchanan  in  saying  that  *^  rent  is  a  value  purely 
nominal,  and  as  forming  no  addition  to  the  national  wealth,  but 
merely  as  a  transfer  of  value,  advantageous  only  to  the  landlords, 
and  proportionably  injurious  to  the  consumer.** 

Now,  here  he  says  that  rent  is  injurious  to  the  consumer ;  the 
meaning  of  which  is  that  it  increases  the  price  of  com,  and  that 
if  landlords  gave  up  their'  rents  com  would  be  so  much  the 
cheaper;  a  doctrine  which  is  a  most  plain  and  striking  contra- 
diction to  his  other  theory,  and  which  we  have  shewn  to  be  untme. 

24.  Now,  this  is  not  mere  logomachy.  It  is  a  fundamental 
difference  between  two  distinct  systems  of  Economics.  We  have 
shewn  that  Smith  and  Bicardo  are  contradictory  to  themselves  on 
the  very  fundamental  conceptions  of  Wealth  and  Value. 

What  can  be  more  contradictory  and  absurd  than  for  Smit]|  to 
assert ' — **  Labour,  therefore,  it  appears  evidently  is  the  only  uni- 
versal, as  well  as  the  only  accurate,  measure  of  value,  or  the  only 
standard  by  which  we  can  compare  the  values  of  different  commo- 
dities at  all  tmes  and  all  places  ** — and  then  to  say  that  there  are 
products  of  the  earth  which  have  a  value  far  beyond  any  labour 
that  was  ever  bestowed  on  them — then  afterwards  to  assert  that 

>   Wealth  of  Nations,  B.  /.,  ch,  5. 
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unless  tiiey  are  exchangeable  they  have  no  value  at  all,  whatever 
labour  may  have  been  bestowed  on  them — and  then  to  admit  that 
Bank  Notes  have  the  value  of  money,  when  no  labour  is  bestowed 
on  them  ? 

If  labour  is  the  sole  measure  of  all  value  at  all  times  and  aU 
places,  'how  can  Money  and  Bank  Notes  be  of  exactly  equal 
value,  when  the  one  is  due  entirely  to  labour,  and  the  other  is  not 
in  any  way  due  to  labour  ? 

What  can  be  more  contradictory  and  absurd  than  for  Bicardo  in 
one  place  to  assert  that  it  is  the  labour  of  producing  the  worst 
portion  of  com  that  regulates  the  price  of  tiie  whole  quantity  of 
com,  and  that  the  payment  of  rent  in  no  way  affects  the  consumer, 
— ^and  in  another  place  to  say  that  it  is  the  increased  price  of  com 
which  enables  worse  portions  of  com  to  be  produced,  and  that  the 
payment  of  rent  is  injurious  to  the  consumer  ? 

If,  as  Bicardo  says,  the  theory  of  the  Bent  of  Mines  is  exactly 
the  same  as  the  theory  of  the  Bent  of  Land,  and  if,  as  he  says, 
Bent  only  proceeds  from  decaying  fertility,  and  the  application  of 
equal  portions  of  capital  with  decreasing  returns — ^how  could  it  be 
possible  that  a  single  mine  or  quarry  in  which  there  are  no  differ- 
ences of  returns  should  be  capable  of  yielding  a  Bent?  It  is 
surprising  that  the  absurdity  of  this  doctrine,  which  is  the  logical 
consequence  of  this  theory  of  Bent,  did  not  strike  Bicardo  and 
Mill,  and  shew  them  the  entire  fallacy  of  the  whole  theory. 

25.  We  have  seen  that  Smith,  Bicardo  and  Mill  are  entirely 
Qontradictory  to  themselves  in  the  very  fundamental  conceptions  of 
the  Science.  In  some  parts  of  their  works  they  make  labour  to  be 
the  essence  of  all  wealth,  and  of  all  value,  and  they  refuse  to  con- 
sider as  wealth  anything  except  material  things  produced  by 
labour ;  and  they  consider  the  Value  of  a  thing  to  be  simply  the 
labour  embodied  in  it. 

Bijit  in  other  parts  of  their  works  they  admit  that  it  is  precisely 
the  contrary.  They  see  that  Value  proceeds  from  Demand^  and 
that  it  is  not  Labour  which  is  tJie  Cause  of  Vahs,  but  Value  which 
is  the  Inducement  to  Labour.  We  have  shewn  that  all  ancient 
writers  unanimously  agree  that  the  essence  of  wealth  consists  in 
Exchangeability  exclusively,  a  doctrine  which  even  those  writers 
who  have  dwelt  so  much  on  Labour  are  constrained  to  admit. 

Now,  when  we  adopt  exchangeability  as  the  fundamental  con- 
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Option  of  wealth  it  makes  the  Science  immenselj  more  extensive 
than  the  conception  which  bases  it  on  Labour  and  Materiality. 
For  there  are  innnmerable  things^  even  material,  which  are  ex- 
diangeable,  and  which  are  not  the  produce  of  labour.  It  is  this 
fundamental  idea  which  renders  the  Theory  of  Credit  intelligible ; 
whidi  consists  in  the  exchange,  or  commerce,  of  Debts,  valuable 
property,  which  are  bought  and  sold,  though  they  are  neither 
material  nor  the  produce  of  labour. 

Thus  when  Wealth  and  Value  are  relieved  from  the  shackles  of 
Labour  and  Materiality,  and  based  on  the  single  idea  of  Exchange- 
ability, Economics  becomes  for  the  first  time  a  General  Science, 
with  a  strictly  defined  purpose  and  limit.  The  phenomena  of 
Value  may  be  erected  into  a  great  Inductive  Science  based  upon 
fundamental  Oeneral  Conceptions  and  governed  by  General  Laws, 
precisely  in  the  same  manner  as  the  phenomena  of  any  of  the 
oth^  great  Inductive  Sciences,  such  as  those  of  Force  and  Light, 
by  simply  following  analogous  methods  to  those  by  which  the 
Laws  of  Mechanics  and  Optics  have  been  demonstrated. 

We  have  shewn  by  abundant  extracts  in  the  beginning  of  this 
work  tiiat  *Bacon  was  the  first  to  proclaim  emphatically  the  great 
doctrine  of  the  essential  continuity  of  science :  and  among  many 
others  Herschel  says  ''  that  natural  philosophy  is  essentially  united 
in  aU  ito  departments,  through  aU  which  one  spirit  reigns>  and  one 
method  of  inquiry  applies."  Many  Economists  have  acknowledged 
the  same  doctrine,  and  especially  Mill,  who  in  one  place  says  that 
Economics  is  a  physical  science,  and  can  only  be  brought  to  per- 
fection by  adopting  the  methods  already  adopted  in  physical  science 
duly  extended  and  generalised.  Now,  la  the  system  of  breaking 
up  the  phenomena  of  Economics  into  separate  classes,  and  assign- 
ing a  distinct  Theory  of  Value  for  each  case,  in  accordance  with 
the  method  adopted  in  any  physical  science  ?  There  is  no  person 
whatever  conversant  with  the  most  elementary  principles  of  any 
Physical  Science  who  would  not  at  once  say  that  this  method, 
commenced  by  Bicardo  and  extended  by  Mill,  is  utterly  repugnant 
to  the  ftmdamental  principles  of  Natural  Philosophy,  and  those 
who  believe  in  such  a  system  should  at  once  restore  the  Mechanics 
of  Aristotle,  and  the  Astronomy  of  Ptolemy. 

But  we  entirely  repudiate  and  reject  such  a  method  of  proce- 
dure. We  have  shewn  that  Economics  is  the  Science  of  Value, 
or  Commerce,  in  its  widest  extent ;  and  that  it  may  be  erected  into 


34  FBINCIPLES   OF  ECONOBilOS.  Chap.  XI. 

a  great  general  sdenoe,  based  upon  Amdamental  general  ideas,  and 
governed  by  general  laws  precisely  in  the  same  way  as  Mechanics 
or  Optics.  It  affords  a  splendid  example  of  demonstrative  In- 
ductive reasoning,  leading  to  results  of  as  great  certainty,  though 
not  the  same  precision,  as  any  of  the  Physical  Sciences.  By 
adopting  the  same  general  principles  of  reasoning  as  are  univer- 
sally employed  in  every  other  Physical  Science,  and  an  exposition 
of  the  facts  of  Economics,  we  have  annihilated  those  feJse  dis- 
tinctions set  up  by  Bicardo  and  Mill,  and  reduced  all  the  pheno- 
mena to  a  single  General  Equation,  or  Law.  We  shall  have  in  a 
fatnre  chapter  to  examine  the  further  application  of  this  General 
Law,  and  shew  its  important  consequences  in  the  progress  of 
society. 


CHAPTER  XII. 


ON  PROFITS. 

1.  In  the  preceding  chapters  we  haye  shewn  the  entirely  nn- 
philoec^hical  nature  of  the  system  of  Smith,  Ricardo,  and  Mill, 
and  annihilated  the  distinctions  made  by  the  two  latter  writers  in 
the  Laws  of  Yalne  affecting  different  classes  of  commodities ;  we 
have  now  to  point  out  errors  of  the  most  important  nature  of  part 
of  their  doctrines,  arising  out  of  an  arithmetical  misconception 
which  is  so  plain  that  any  schoolboy  could  perceive  .it,  and  it  is 
amazing  that  they  themselyes  should  haye  &iled  to  discern  it. 

Profit  is  the  excess  of  the  Value  of  any  product  aboye  the 
Cost  of  Production,  or  the  expense  of  placing  the  commodity  in 
the  place  it  is  offered  for  sale:  and  is  estimated  by  the  ratio 
of  that  excess  to  the  Capital  employed.  Thus,  if  the  Capital 
employed  be  £100  and  the  Profit  £10,  that  is  a  Profit  of  10  pet 
cent. 

Profit  is  a  general  name  for  the  excess  gained,  whether  the 
matter  traded  with  be  money  or  merchandise  of  any  description. 
But  when  the  Capital  advanced  is  Money  or  Credit,  the  excess 
is  more  usually  called  Interest  or  Discount:  when  the  return 
is  for  merchandise  it  is  usually  termed  Profit. 

When  we  speak  of  the  Rate  of  anything  it  invariably  means  the 
time  in  which  it  is  done.  If  any  one  speaks  of  the  Rate  at  which 
a  horse  can  gallop,  or  a  ship  steam,  or  an  athlete  can  walk,  or  run, 
he  always  mentions  some  time  in  which  the  distance  is  accom- 
plished. If  it  were  said  that  a  horse  could  gallop  at  the  rate  of 
20  miles,— or  a  ship  steam  at  the  rate  of  15  knots — or  an  athlete 
walk  at  the  rate  of  6  miles,  or  run  at  the  rate  of  14  miles, — every 
one  would  at  once  perceive  that  such  a  form  of  expression  was 
defective,  and  conveyed  no  precise  meaning  whatever.  The  rate 
of  speed  in  such  cases  is  usually  referred  to  the  hour. 

So  every  one,  in  speaking  of  Rate  of  Interest  or  Discount,  in- 
variably refers  it  to  some  time,  such  as  a  year. 

D  2 
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So  evidently  the  Rate  of  Profit  must  mean  the  amount  of 
Profit  made  in  a  certain  time,  such  as  a  year. 

Now,  while  every  one  in  speaking  of  the  Rate  of  Interest  or 
Discount  invariably  refers  it  to  some  period  of  time,  aa  the  year, 
not  a  single  Economist  that  we  are  aware  of  has  perceived  that 
the  term  Rate  of  Profit  must  be  referred  to  the  same  standard ; 
or  that  time  is  aa  necessary  an  element  in  the  definition  of  Rate  of 
Profit  as  in  that  of  Rate  of  Interest.  They  simply  define  the 
Rate  of  Profit  to  be  the  ratio  of  the  Profit  to  the  Capital — without 
any  reference  to  the  time  in  which  it  is  to  be  made ! 

Jfo  one  would  suppose  that  a  profit  of  £10  made  on  advancing 
£100  in  money  is  the  same  Rate  of  Interest  whether  it  be  made 
in  a  year,  a  month,  a  week,  or  a  day. 

But  when  Economists  speak  of  Rate  of  Profit  there  is  not  one 
who  has  perceived  that  an  actual  Profit  made  in  a  year  is  a  very 
different  Rate  of  Profit  from  the  same  actual  Profit  made  in  a 
month,  a  week,  or  a  day. 

This  fact  is  so  extraordinary,  and  the  consequences  which  flow 
from  it  are  so  important,  and  the  rectification  of  this  definition 
overthrows  so  much  of  the  doctrine  of  Ricardo,  and  throws  such 
a  clear  light  on  many  problems  of  Profits  and  Interest  whiqh  have 
hitherto  been  obscure,  that  we  must  examine  at  length  the  current 
doctrines  on  the  subject. 

Throughout  his  chapter  on  Profits  Smith  has  not  the  faintest 
glimmer  of  the  truth  that  Rate  of  Profit  and  Rate  of  Interest 
must  both  be  referred  to  the  same  standard  of  Time.  Without 
being  very  distinct,  he  says  that  in  a  large  town  capitalists^ 
"  frequently  cannot  get  the  number  of  workmen  they  want,  and 
therefore  bid  against  one  another  in  order  to  get  as  many  as  they 
can,  which  raises  the  wages  of  labour,  and  lowers  the  profits  of 
stock,"  evidently  not  perceiving  that  Wages  and  Rate  of  Profit 
may  rise  together,  as  we  shall  shew  hereafter. — ^'  In  the  remote 
parts  of  the  country  there  is  frequently  not  stock  sufficient  to 
employ  all  the  people,  who  therefore  bid  against  one  another,  in 
order  to  get  employment,  which  lowers  the  wages  of  labour,  and 
raises  the  profits  of  stock."  ^ 

Here  he  evidently  does  not  perceive  that  wages  may  be  lowered, 
and  the  actual  Profit  high,  and  yet  the  Rate  of  Profit  low. — "  In 
reaUty  high  profits  tend  much  more  to  raise  the  price  of  work 
than  high  wages." 

»   Wenlth  of  Xationt,  B.  L,  ch.  9.  »  Ibid. 
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NoWy  we  shall  shew  hereafter  that  prices  may  be  lowered,  and 
yet  both  Wages  and  the  Bate  of  Profit  raised. 

2.  This  doctrine,  however,  comes  out  mnch  more  clearly  in 
enbeequent  writers. 

Thus  Ricardo  affirms  that  if  ^ — "  Com  and  manufectured  goods 
sell  at  the  same  price,  profits  would  be  high  or  low  in  proportion 
as  wages  were  high  or  low." 

Now  this  may  be  tme  with  respect  to  com  and^  agrictdtural 
produce,  because  that  is  produced  only  once  a  year;  but  it  is 
wholly  untrae  with  respect  to  merchandise  in  which  the  returns 
may  be  made  an  indefinite  number  of  times  in  the  year. 

"Nothing  can  affect  profits  but  a  rise  in  wages." — "Profits 
depend  on  high  or  low  wages." 

"  Thus  we  again  arriye  at  the  same  conclusion  which  we  have 
before  attempted  to  establish : — that  in  all  countries,  and  at  all 
times,  profits  depend  on  the  quantity  of  labour  requisite  to  pro- 
vide necessaries  for  the  labourers,  or  that  land,  or  wit^  that  capital 
which  yields  no  rent." 

We  can  imagine  that  this  doctrine  would  greatly  perplex  London 
traders. 

"  It  has  been  my  endeavour  to  shew  throughout  this  work,  that 
the  rate  of  profits  can  never  be  increased  but  by  a  fall  in  wages, 
and  that  there  can  be  no  permanent  fall  of  wages  but  in  conse- 
quence of  the  necessaries  on  which  wages  are  expended."^ 

" Profits,  it  cannot  be  too  often  repeated,  depend  on  wages."' 

Halihus  says^  tiiat  "Bicardo,  in  fact,  has  founded  his  whole 
theory  of  profits,  which  has  been  considered  as  the  crowning  achieve- 
ment in  the  Science,  upon  the  rise  and  fall  in  the  value  of  wages." 

We  shall  shew  that  this  "crowning  achievement "  of  the  Science 
is  founded  upon  an  arithmetical  blunder  bo  gross  that  any  school- 
boy would  be  ashamed  of  it. 

8.  These  doctrines  are  developed  at  greater  length  by  McCul- 
loch*— 

"  By  profit  in  political  economy  is  meant  that  part  of  the  pro- 
duce, or  the  value  of  the  produce,  obtained  by  the  employment  of 
capital   in  industrious  undertakings,  which  remains  to  its  em<* 

*  FrindpUs  of  PbUticaL  Economy,  ch.  6.        *  Ibid,,  ah,  7.        '  Und, 

*  De/mitiom  of  PoliHcal  Eoonomff,  p,  27. 

*  Note  7  to  Wealth  of  Natians, 
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ployers,  after  replacing  the  capital,  or  such  portion  of  it  afl  may 
have  been  wasted  in  the  undertakings,  and  every  other  expense 
necessarily  incurred  in  carrying  them  on. 

"The  rate  of  profit  is  the  proportion  which  the  amount  of 
profit  derived  from  an  undertaking  bears  to  the  capital  employed 
in  it.    .    .    ." 

After  describing  the  case  of  agricultural  capital  and  profits, 
in  which  ^w^  have  already  said  the  doctrine  may  be  true,  because 
these  are  ^ways  referred  to  the  standand  of  the  year,  he  goes 
on : —       ?*• 

"  Now  in  this  case — and  this  case  is,  mtUatis  mutandis,  the  case 
of  every  man  engaged  in  business — ^it  is  obvious  that  the  rate  of 
profit  may  be  raised  in  three,  but  only  in  three,  ways — 

1.  By  industry  becoming  more  productive. 

2.  By  a  reduction  in  the  rate  of  wages. 

8.    By  a  reduction  in  the  amount  of  taxation. 
And  it  may  be  reduced  by  the  opposite  circumstances — 

2.    By  a  rise  in  the  rate  of  wages. 

8.    By  a  rise  in  the  amount  of  taxation. 
Profits  cannot  be  affected  in  any  way  not  referable  to  one  or  other 
of  these  heads." — ^We  shall  see. 

4.  Malthus,  who  was  a  good  mathematician,  and  fix)m  whom 
better  things  might  have  been  expected,  commits  exactly  the  same 
error.    He  says' — 

"  Profits  op  Stock.  When  stock  is  employed  as  capital  in 
the  production  and  distribution  of  wealth,  its  profits  consist  of 
the  difference  between  the  value  of  the  capital  advanced  and  the 
value  of  the  commodity  when  sold  or  used. 

**Thb  Bate  of  Profit.  The  percentage  proportion  which 
the  value  of  the  profits  upon  any  capital  bears  to  the  value  of 
Buch  capital." 

Again*— "The  profits  of  capital  consist  of  the  difference 
between  the  value  of  a  commodity  produced  and  the  value  of  the 
advances  necessary  to  produce  it,  and  these  advances  consist  of 
ftocamulations  generally  made  up  of  wages,  rent,  taxes,  interest^ 
and  profits. 

>  D^/knUumi  qf  BoiUHcal  Etxnumy,  p.  240. 
*  JVmc^iEm  of  Bi^iUieal  Economy,  ck:  5. 
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''The  rate  of  profits  is  the  proportion  which  the  difference 
between  the  valoe  of  the  commodity  produced  and  the  value  of 
the  advances  necessary  to  produce  it  bears  to  the  value  of  the 
advances.  When  the  value  of  the  product  is  great  compared  with 
the  value  of  the  advances,  the  excess  being  considerable,  the  rate 
of  profits  will  be  high.  When  the  value  of  the  product  exceeds 
but  little  the  value  of  the  advances,  the  difference  being  small, 
the  rate  of  profits  will  be  low. 

"  The  varying  rates  of  profit,  therefore,  obviou8l^d%jftid  upon 
the  causes  which  alter  the  proportion  between  thenlue  of  the 
advances  necessary  to  production  and  the  value  of  the  product 
obtained." 

5.  Lastly  Mill,  who  we  might  naturally  have  expected  could 
not  &il  to  perceive  the  gross  and  palpable  blunder  of  preceding 
writers,  fc^ows  in  the  same  strain  of  error  in  the  following  ex- 
extracts^: — 

**  The  profits  of  stock  are  the  surplus  which  remains  to  the 
capitalist  after  replacing  his  capital  and  the  ratio  which  the  sur- 
plus bears  to  the  capital  itself,  is  the  Bate  of  Profit.    .    .    . 

**  The  rate  of  profit  is  the  proportion  which  the  profit  bears  to 
the  coital.  ...  In  short,  if  we  compare  the  price  paid  for 
labour  and  tools  with  what  that  labour  and  those  tools  will  produce, 
from  this  ratio  we  may  calculate  the  rate  of  profit.    .    .     . 

**  Profits,  then  (meaning  not  gross  profits  but  the  rate  of  profit), 
depend  (not  upon  the  price  of  labour,  tools,  and  materials — ^but) 
upon  the  ratio  between  the  price  of  labour,  tools,  and  materials, 
and  the  produce  of  them.    •    •    . 

''The  whole  of  the  surplus,  after  replacing  wages,  is  profits. 
From  this  it  seems  to  follow  that  the  ratio  between  the  wages  of 
labour  and  the  produce  of  labour  gives  the  rate  of  profit.  And 
thus  we  arrive  at  Ricardo's  principle  that  profits  depend  on  wages ; 
rising  as  wages  fall,  and  falUng  as  wages  rise.    .    .    . 

"  This  theory  we  conceive  to  be  the  basis  of  the  true  theory  of 
profits.  ...  It  is  therefore  strictly  true  that  the  rate  of 
profits  varies  inversely  as  the  cost  of  production  of  wages.  Profits 
cannot  rise  unless  the  cost  of  production  of  wages  Ms  exactly  as 
much ;  nor  flEdl  unless  it  rises.    .    .    . 

I  Eua^  iipofi  §owu  uni€UUd  qusatiaiu  in  FoUtietU  Economjf,    Esw^  IV,  : 

on  Ptofiti  and  InUrettm 


40  PRINCIPLES   OF   ECONOMICS.  Chap.  XH. 

"  The  variations,  therefore,  in  the  rate  of  profits,  and  those  in 
the  cost  of  production  of  wages,  go  hand  in  hand  and  are  in- 
separable. Mr.  Kicardo*B  principle  that  profits  cannot  rise  unless 
wages  fall,  is  strictly  true.     .     .    . 

"  The  only  expression  of  the  law  of  profits  which  seems  to  be 
correct  is,  that  they  depend  upon  the  cost  of  production  of  wages. 
This  must  be  received  as  the  ultimate  principle.    .    .    . 

**  The  rate  of  profits,  therefore,  tends  to  fall  from  the  following 
causes  .•-^      * 

1.  An  iicrease  of  capital  beyond  population  producing  in- 
creased competition  for  labour. 

2.  An  increase  of  population,  occasioning  a  demand  for  an 
increased  quantity  of  food,  which  must  be  produced  at  a  greater 
cost. 

The  rate  of  profit  tends  to  rm  from  the  following  causes : — 

1.  An  increase  of  population  beyond  capital,  producing  in- 
creased competition  for  employment 

2.  Improvements  producing  increased  cheapness  of  necessaries, 
and  other  articles  habitually  consumed  by  the  labourer." 

And  following  up  this  train  of  error,  he  says* — "  The  capitalist, 
then,  may  be  assumed  to  make  all  the  advances,  and  receive  all 
the  produce.  His  profit  consists  of  the  excess  of  the  produce 
above  the  advances ;  his  rate  of  profit  is  the  ratio  which  that 
excess  bears  to  the  amount  advanced. 

"  It  thus  appears  that  the  two  elements  on  which,  and  which 
alone,  the  gains  of  the  capitalists  depend,  are  first  the  magnitude 
of  the  produce,  in  other  words,  the  productive  power  of  labour ; 
and  secondly  the  proportion  of  that  produce  obtained  by  the 
labourers  themselves ;  the  ratio  which  the  remuneration  of  the 
labourers  bears  to  the  amount  they  produce.  These  two  things 
form  the  data  for  determining  the  gross  amount  divided  as  profit 
among  all  the  capitalist  of  the  country ;  but  the  rate  of  profit,  the 
percentage  on  the  capital,  &c.    .    .    . 

"  We  thus  arrive  at  the  conclusion  of  Ricardo  and  others,  that 
the  rate  of  profits  depends  on  wages ;  rising  as  wages  fall,  and 
fidling  as  wages  rise.    .    .    . 

"  The  cost  of  labour,  then,  is,  in  the  language  of  mathematics, 
a  frmction  of  three  variables :  Oie  eflBciency  of  labour :  the  wages 
of  labour  (meaning  thereby  the  real  reward  of  the  llabourer) ;  and 

*  PrindjSiUa  of  PoUiioal  Eowomy,  B.  II.,  ch,  15,  §  6. 
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the  greater  or  less  cost  at  which  the  articles  composing  that  real 
reward  can  be  produced  or  procured.  It  is  plain  that  the  cost  of 
labour  to  the  capitalist  must  be  influenced  by  each  of  these  three 
circumstances^  and  by  no  others.  These^  therefore^  are  also  the 
circumstances  which  determine  the  rate  of  profit ;  and  it  cannot 
be  m  any  way  affected  except  through  atie  or  other  of  themJ' 

6.  TVe  have  laid  these  long  extracts  before  our  readers  because 
the  method  of  estimating  rate  of  profit  shewn  by  them  is  so 
palpably  erroneous  that  we  might  almost  be  supposed  to  be  mis- 
representing the  doctrines  of  men  of  eminent  reputation,  unless 
we  produced  the  most  conclusive  evidence  of  the  fact.  But  there 
it  is,  and  it  cannot  be  gainsaid.  Nor  is  it  a  mere  casual  slip  which 
might  be  overlooked.  It  is  of  the  greatest  practical  importance ; 
for,  if  it  were  true,  it  would  mean  that  Capital  and  Labour  are 
always  necessarily  antagonistic  to  each  other ;  and  that  the  gain  of 
one  must  necessarily  be  accompanied  with  loss  to  the  other.  It 
was  precisely  this  melancholy  doctrine  of  Bicardo's — along  with  a 
similar  error  regarding  Rent,  and  the  absurd  doctrines  of  Malthus 
on  Population,  which  are  also  founded  on  a  most  manifest  arith- 
metical error — ^which  seemed  to  shew  that  the  state  of  society  must 
necessarily  deteriorate  with  the  increase  of  numbers,  that  led  a 
caustic  philosopher  of  the  present  day  to  nickname  Political 
Economy  the  '^dismal  Science." 

But  a  very  few  sentences  wiU  dissipate  these  gloomy  ideas ;  and 
we  shall  shew  by  the  simplest  arithmetical  calculation  that  Profits 
and  Wages  may  very  well  rise  together. 

Suppose  the  capital  advanced  is  £100,  and  the  Profit  is 
£20. 

Then  if  the  Profit  be  made  in  a  year  the  Rate  of  Profit  is  evi- 
dently 20  per  cent,  per  annum. 

If  the  Profit  be  made  in  a  month,  the  Rate  of  Profit  is  evidently 
240  per  cent,  per  anntmi. 

If  the  Profit  be  made  in  a  week,  the  Rate  of  Profit  is  evidently 
1,040  per  cent,  per  annum. 

If  the  Profit  be  made  in  a  day,  the  Rate  of  Profit  is  evidently 
7,300  per  cent,  per  annum. 

We  presume  that  this  is  so  clear  that  no  one  can  dispute  it.  We 
shall  now  test  the  doctrines  of  Ricardo,  McCulloch,  Malthus,  and 
Mill  by  these  plain  arithmetical  rules.    It  will  have  been  seen  that 
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they  repeatedly  declare  that  the  Bate  of  Profit  can  by  no  possibility 
be  increased  except  by  a  diminution  of  Wages. 

Now  let  ns  suppose  that  the  Capital  advanced^  indnding  Wages, 
be  £100,  and  the  actual  Profit  be  £20 :  then  if  it  be  made  in  a 
year,  it  is  Profit  at  the  Rate  of  20  per  cent,  per  annmn;  if  made 
in  a  month,  it  is  Profit  at  the  Rate  of  240  per  cent,  per  annum; 
if  made  in  a  week,  it  is  Profit  at  the  Rate  of  1,040  per  cent,  per 
annum;  and  if  made  in  a  day,  it  is  Profit  at  the  Rate  of  7,300 
per  cent,  per  annum. 

Thus  we  see  by  the  most  simple  arithmetical  calculation,  that 
supposing  the  Capital  and  actual  Profits  to  remain  exactly  the 
same,  the  Rate  of  Profit  may  be  enormously  increased  by  the 
accelerated  rapidity  with  which  the  Profits  are  made. 

And  similarly  if  the  Capital  and  actual  Profits  remained  the 
same,  the  Rate  of  Profit  might  be  immensely  diminished  by  a 
retardation  of  the  periods  in  which  they  were  made. 

7.  So  also  it  is  quite  easy  to  shew  that  wages  may  be  in- 
creased, and  the  actual  profit  diminished,  and  yet  the  Rate  of  Profit 
greatly  increased. 

Suppose,  as  before,  the  Capital  is  £100,  and  the  Profits  £20, 
made  in  a  year. 

Suppose  that  the  period  of  making  the  Profit  is  reduced  to  a 
month,  then  the  Rate  of  Profit  is  240  per  cent,  per  annum. 

Suppose  that  in  consequence  of  making  the  greater  Rate  of 
Profit,  the  capitalist  advances  wages  £5.  Then  cost  of  production 
is  £105,  and  the  Profit  is  £15  made  in  one  month:  or  nearly 
14*3  per  cent,  per  month :  which  is  Profit  at  the  Rate  of  more 
than  167  per  cent,  per  annum. 

Suppose  a  still  more  accelerated  sale,  and  let  the  trader  make  the 
Profit  in  one  day :  then,  as  we  have  seen  above,  that  is  Profit  at 
the  Rate  of  7,300  per  cent,  per  annum. 

Suppose  that  the  trader,  in  consequence  of  this  greatly  increased 
Rate  of  Profit,  raises  wages,  so  that  cost  of  production  amounts  to 
£110.  Then,  with  an  outlay  of  £110,  he  makes  a  Profit  of  £10 
in  one  day ;  being  more  than  9  per  cent,  per  day :  or  at  the  Rate 
of  more  than  3,318  per  cent,  per  annum. 

Hence,  while  price  remains  exactly  the«same.  Wages  may  be 
considerably,  and  Rate  of  Profit  be  enormously,  increased  by  the 
simple  acceleration  of  the  periods  of  return. 
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So  also  tiiese  cases  may,  of  course,  be  reyersed.  The  price  may 
remain  the  same,  the  wages  diminished,  the  actual  Profits  increased, 
and  jet  the  Bate  of  Profit  enormously  diminished,  by  the  simple 
retardation  of  ihe  periods  of  sale. 

So  also  the  price  may  be  reduced,  and  wages  increased,  and 
therefore  the  actual  Profit  reduced,  both  by  an  increase  of  wages 
and  a  reduction  of  price,  and  yet  tiie  Bate  of  Profit  greatly  in- 
creased. 

Suppose  that  in  the  last  case  ihe  trader,  in  consequence  of  com- 
petition, or  for  any  other  reason,  reduces  the  price  by  £5,  so  that, 
as  before,  wages  come  to  £110 ;  then  actual  Profits  are  £5 :  this 
would  still  be  Profits  at  the  Bate  of  4*545  per  cent,  per  day;  or 
more  than  1,659  per  cent,  per  annum. 

Thus  it  is  clearly  proved  that,  by  the  simple  acceleration  of  the 
rapidity  of  sale.  Price  may  be  reduced.  Wages  may  be  increased, 
actual  Profit  be  reduced,  and  yet  the  Bate  of  Profit  increased : 
that  is,  that  the  Customer,  the  Capitalist,  and  the  Workman  may 
all  gain  together;  and  of  course  e  converse  they  may  all  lose 
together. 

There  may,  therefore,  be  a  solidarity  of  interests  between  Cus- 
tomer, Capitalist,  and  Workman ;  and  not  a  necessary  antagonism, 
according  to  the  doctrine  of  Bicardo  and  his  followers.  Of  course 
different  results  may  happen  in  other  cases;  and  in  these  the 
Bicardian  doctrine  may  have  an  appearance  of  truth :  but  what  we 
wanted  to  shew  is  that  these  writers  have  entirely  omitted  the 
most  potent  method  of  increasing  the  Bate  of  Profit ;  and  thus  the 
gloomy  views  of  the  progress  of  society  are  dissipated  by  the 
simple  rectification  of  an  arithmetical  definition. 

The  current  doctrine  of  Economists  is,  tiiat  Bate  of  Profit  varies 
directly  as  the  excess  of  the  Profit  above  the  Cost  of  Production, 
whereas  the  true  doctrine  is — 

Bate  of  Pbofit  varies  directly  as  the  excess  of  the  Profit 
above  the  Cost  of  Production,  and  inversely  as  the  Time  in  which 
it  is  made. 

8.  Economists  have  adopted  tiiis  manifest  error  from  the  usage 
of  taraders.  When  a  banker  charges  his  customer  Interest  or 
Discount  on  an  advance,  the  rate  per  cent,  and  per  annum  is 
always  agreed  upon,  and  the  customer  pays  a  sum  according  to  the 
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the  time  of  the  advance.  Bat  when  a  trader  bays  goods  from  a 
wholesale  dealer^  he  simply  adds  on  to  the  goods  a  percentage  on 
the  wholesale  price,  and  makes  no  difference  whether  he  sells  the 
next  day,  the  next  week,  or  the  next  month :  and  he  erroneously 
calls  that  advance  his  Rate  of  Profit.  And  to  shew  how  an  appa- 
rently very  moderate  actaal  Profit  is  a  high  Rate  of  Profit  we  may 
take  two  examples. 

A  retail  bookseller  is  entitled  by  the  custom  of  trade  to  a 
reduction  of  25  per  cent,  off  the  published  price  of  a  work.  Many 
retail  booksellers  offer  to  obtain  any  book  for  their  customers  at  a 
discount  of  20  per  cent,  off  the  published  price.  Suppose  the  book 
is  ordered  one  day  and  paid  for  the  next  day.  The  customer  is 
pleased  at  getting  the  book  so  cheap,  and  no  one  grudges  the 
bookseller  his  apparently  very  modest  profit  of  5  per  cent.  Let 
us  now  see  what  his  Rate  of  Profit  is.  By  such  an  operation  he 
gains  a  Profit  of  5  per  cent,  on  three-fourths  of  the  price  of  the 
book,  which  is  an  actual  Profit  of  6*666  per  cent,  made  in  a 
day;  which  is  at  the  Rate  of  more  than  2,433  per  cent,  per 
annum.  Traders  complain  when  bankers  charge  6  per  cent,  by 
the  year;  what  would  they  say  if  a  banker  charged  6  per  cent, 
per  day? 

Even  if  the  bookseller  made  only  1  per  cent,  profit,  that  would 
still  be  at  the  Rate  of  365  per  cent,  per  annum.  What  would  be 
said  of  a  banker  who  made  such  a  profit  ? 

A  costermonger  buys  baskets  of  strawberries  in  Covent  Garden 
Market  at  2fd.,  and  sells  them  the  same  afternoon  at  3d.  Every 
one  would  call  that  an  extremely  moderate  profit.  Yet  it  is  a 
profit  of  one-eleventh  part,  or  more  than  9  per  cent,  per  day, 
which  is  a  Rate  of  Profit  of  more  than  3,300  per  cent,  per  annum. 

Thus,  when  trading  Profits  are  brought  to  the  test  of  arithmetic, 
they  present  results  which  may  startle  some  persons.  Traders 
just  place  a  certain  advance  of  price  on  their  goods,  and  they 
invariably  call  that  advance  the  Rate  of  Profit,  thus  throwing 
great  obscurity  and  misconception  over  the  subject.  But  certainly 
professed  writers  on  Economics  should  have  perceived  this  fallacy, 
and  rectified  it. 

9.  Smith  says^ — ^''Apothecaries'  profit  is  become  a  by- word 
denoting  something  uncommonly  extravagant.    This  great  appa- 
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rent  profit,  howeyer,  is  fireqnently  no  more  than  the  reasonable 
wages  of  labour.  The  skill  of  an  apothecary  is  a  much  nicer  and 
more  delicate  matter  tiian  that  of  any  artificer  whatever;  and 
the  tmst  which  is  reposed  in  him  is  of  much  greater  import- 
ance. He  is  the  physician  of  the  poor  in  all  cases^  and  of  the  rich 
where  the  distress  or  danger  is  not  very  great.  His  reward,  there- 
fore, ought  to  be  suitable  to  his  skill  and  his  trust,  and  it  arises 
generally  from  the  price  at  which  he  sells  his  drugs.  But  the 
whole  drugs  which  the  best  employed  apothecary  in  a  large  market 
town  will  sell  in  a  year  may  not  perhaps  cost  him  above  thirty 
or  forty  pounds.  Though  he  should  sell  them,  therefore,  for 
three  or  four  hundred,  or  perhaps  at  a  thousand  per  cent,  profit, 
this  may  be  frequently  no  more  than  the  reasonable  wages  of  his 
labour,  charged  in  the  only  way  in  which  he  can  charge  them, 
upon  the  price  of  his  drugs.  The  greater  part  jof  the  apparent 
profit  is  real  wages,  disguised  in  the  garb  of  profit. 

"  In  a  small  seaport  town,  a  little  grocer  will  make  forty  or 
fifty  per  cent,  upon  a  stock  of  a  single  hundred  pounds,  while  a 
considerable  wholesale  merchant  in  the  same  place  will  scarce  make 
eight  or  ten  per  cent,  upon  a  stock  of  ten  thousand.  The  trade  of 
the  grocer  may  be  necessary  for  the  conveniency  of  the  inhabi- 
tants, and  the  narrowness  of  the  market  may  not  admit  the  em- 
ployment of  a  larger  capital  in  the  business.  The  man,  however, 
must  not  only  live  by  his  trade,  but  live  by  it  suitably  to  the 
qualifications  which  it  requires.  Besides  possessing  a  little  capi- 
tal, he  must  be  able  to  read,  write,  and  account,  and  must  be  a 
tolerable  judge  too  of,  perhaps,  fifty  or  sixty  different  sorts  of 
goods,  their  prices,  qualities,  and  the  markets  where  they  are  to  be 
had  cheapest.  He  must  have  all  the  knowledge,  in  short,  that  is 
necessary  for  a  great  merchant,  which  nothing  hinders  him  from 
becoming  but  the  want  of  a  sufficient  capital.  Thirty  or  forty 
pounds  a  year  cannot  be  considered  as  too  great  a  recompense  for 
the  labour  of  a  person  so  accomplished.  Deduct  this  from  the 
seemingly  great  profits  of  his  capital,  and  little  more  will  remain, 
perhaps,  than  the  ordinary  profits  of  stock.  The  greater  part  of 
the  apparent  profit  is,  in  this  case,  too,  real  wages." 

What  Smith  says  in  the  cases  of  the  apothecary  and  the  grocer 
is  true  to  a  certain  extent,  but  not  wholly  so.  The  skill  necessary 
to  carry  on  a  druggist's  or  a  grocer's  business  is  probably  not  more 
difficult  to  acquire  than  that  required  in  many  other  trades.     But 
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they  deal  in  immeiiBely  smaller  Emms.  The  druggist  probably  sells 
for  a  shilling  drags  which  cost  him  a  ^Eirthing.  This  apparently 
enormous  profit  is  simply  the  necessary  consequence  of  the  exceed- 
ingly minute  sums  in  which  he  deals.  When  a  trader  deals  with 
large  sums  he  can  live  upon  a  profit  of  5  per  cent,  per  day^  or  leas. 
But  when  the  sums  he  deals  in  are  pence  and  half-pence,  the 
profit  must  be  enormous  to  enable  him  to  live.  Now,  people 
do  not  require  medicine  by  pounds'  worths,  but  by  hft'p'orths 
and  pennyworths,  and  hence  this  enormous  profit  is  abscdutely 
necessary  to  enable  the  trade  to  exist. 

10.  Persons  who  engage  in  trade  must  live  by  their  trade; 
they  mnBt,  therefore,  necessarily  charge  their  casiwmers  such  prices 
as  will  enable  them  in  the  long  run  to  support  themselves  out  of 
the  profits.  Hence,  when  transactions  are  very  trifling  in  number 
and  magnitude,  they  must  charge  very  high  prices  in  order  to 
enable  them  to  live.  But  when  the  transactions  increase  in  mag- 
nitude and  number,  they  are  enabled  to  reduce  ihe  profits  upon 
each,  and  lower  their  price.  It  is  this  circumstance  that  compels 
small  shopkeepers  in  rural  districts  to  charge  such  high  prices  for 
their  goods,  to  the  great  indignation  of  many  well-meaning  but 
unreflecting  persons.  It  is  not  uncommon  to  hear  such  persons 
exclaim  against  what  they  call  the  extortionate  charges  of  country 
shopkeepers,  quite  forgetting  that  if  the  traders  cannot  make  a 
living  out  of  their  business,  they  must  give  it  up  altogether,  and 
the  people  be  totally  deprived  of  the  convenience. 

It  has  sometimes  happened  that  gentlemen  having  plenty  of 
other  means  to  back  them,  have  established  rival  shops  for  the 
express  purpose  of  beating  down  the  prices  of  the  country  shop- 
keepers. The  consequence  has  been  that  the  traders  who  had 
nothing  but  their  business  to  support  them  have  been  ruined,  the 
gentleman  in  process  of  time  either  got  tired  of  his  whim,  or  for 
other  reasons  abandoned  it,  and  the  germ  of  a  nascent  trade  in  a 
district  destroyed,  a  pregnant  example  of  the  Spanish  proverb, — 
*^  Hell  is  paved  with  good  intentions." 

11.  There  can  be  nothing  more  mischievous  or  injurious  to  a 
trade  than  for  persons  to  interfere  with  it  who  are  not  regularly 
engaged  in  it.  Mr.  Laing  mentions  a  very  remarkable  instance  of 
this  at  Drontheim^ — "  I  was  surprised  on  inquiring  at  the  only 
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bodoseller'g  ahop,  for  a  New  Testament  in  the  Norwegian  tongae^ 
to  find  that  he  kept  none ;  I  thought  at  first  he  had  misunderstood 
me,  bat  really  fonnd  he  did  not  keep  any  of  late  years.  As  he 
nnderstood  German,  I  asked  him  how  in  a  population  of  12,000 
people,  the  only  bookseller  kept  no  stock  of  Testaments  and 
Bibles ;  he  said  that  country  booksellers  did  not  find  it  answer,  as 
the  Bible  Society  in  London  had  once  sent  out  a  stock  which  were 
add  much  lower  than  the  trade  could  afford,  and  it  was  only  after 
the  Society's  Bibles  were  sold  that  tiiey  could  get  clear  of  what 
they  had  on  hand;  hence,  they  could  not  venture  to  keep  any 
now.  It  is  plain  if  any  bencTolent  society  were  to  supply  a  parish 
with  boots  and  shoes  below  prime  cost,  until  all  the  shoemakers  in 
the  parish  had  turned  to  other  employments,  the  parish  would  soon 
be  barefooted,  and  that  they  would  do  more  harm  than  good  unless 
they  had  funds  to  continue  the  supply  for  ever.  This  bookseller, 
a  very  respectable  man,  laid  no  stress  upon  the  circumstance,  but 
aimpty  explained  it  as  he  might  have  answered  any  other  inquiry 
about  books ;  and  a  bookbinder,  whom  I  afterwards  saw,  gave  me 
the  same  reason.  Men  of  the  first  capacity  are  connected  with 
oar  societies  for  Hie  distribution  of  the  Scriptures,  and  it  may  well 
desenre  their  oonsideration  whether  such  distributions  may  not,  in 
the  long  run,  do  more  harm  than  good.  If  the  ordinary  mode  of 
supplying  human  wants,  by  affording  a  fair  remuneration  to  those 
who  bring  an  article  to  where  it  is  wanted,  be  invaded,  they  may 
be  interfering  with,  and  stopping  up  the  natural  channel,  by 
which  society  must  in  the  long  run  be  supplied  with  religious 
books." 

12.  Hence,  we  see  that  when  transactions  are  few  and  paltry, 
prices,  and  the  profits  upon  each,  must  be  high,  and  that  a  multi- 
plication of  transactions,  and  an  increase  of  their  amount,  has  a 
tendency  to  lower  prices.  Nowhere  are  rents  so  high  as  in  the 
City  of  London;  and  nowhere  are  prices  for  ordinary  goods  so 
moderate.  Goods  in  the  City  are  in  many  cases  twenty-five  per 
cent,  dieaper  than  in  the  suburbs,  and  tibis  is  not  entirely  the 
resolt  of  competition,  which  is  equally  active  in  tiie  one  as  in  the 
other,  but  is  the  result  of  the  great  number  and  magnitude  of 
their  transactions.  The  profits  upon  each  transaction  are  much 
lees  than  a  country  shopkeeper  receives ;  but  it  is  found  that  a 
small  profit  upon  a  large  and  rapid  circulation  of  commodities 
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laAmasA  fitfter  to  opoknce  tionabige  profit  iqmi  a  dov  and 
maalltmabiaaiL  huscead  of  the  graqang  lapadiy  wfaiA  fijtuMalj 
■K^tomake  ai  great  a  profit  as  poadble  upaa  each  tnnaactioiiy 
flM^sni  expmence  demonBtrates  that  the  true  axiom  of  tzade  is 
tmrnU  fffts^  and  qwtk  returns.  Bacon  saw  ckarir,  what  has  been 
£v  too  moA  overlooked  bj  writers  on  Politkml  Economy,  diat  the 
frtqiKiir^  of  recnms  is  of  far  mofe  consequence  than  the  m^ni- 
todeofeadi  case  of  profit.  ^  The  {NroTerfo  is  due  that  light  gains 
nake  beavj  [mrKs,  fcr  light  gains  ocnoe  thick,  wfaereaa  great 
eome  \mi  now  and  then."^ 

IZ,  It  is  nnqncstionablj  tme,  that  a  Tery  rapid  sale,  acoun- 
paoied  hj  an  unlimited  supply,  has  the  effect  of  k>wering  pdces, 
eren  where  the  cost  of  production  is  increased.  As  a  fiMnjKar 
jnttance,  we  may  take  the  fares  of  cabs  in  Londim  and  the  pro* 
rinooL  Cairn  are  sixpence  a  mile  in  Louden,  but  mudi  higher  in 
afl  provincial  towns.  Now,  the  cost  of  fnainfaiifiifig  cabs,  feeding 
bonies,  rent  of  stables,  ^c,  is  much  higher  in  London  than  in 
the  prorinoes.  And,  therefore,  according  to  the  notion  Uiat  cost 
of  production  regulates  value,  the  fEures  ought  to  be  much  higher. 
But  the  hct  is,  the  demand  for  cabs  is  much  greater  in  London 
than  in  the  country.  A  London  cabby  gete  many  more  fiures  than 
his  provincial  brother.  Thus  the  returns  are  made  so  much  more 
quickly,  that  a  much  greater  amount  of  profit  is  made  in  the 
same  time,  and  fares  adjust  themselves  to  that. 

14.  It  is  because  no  single  trade  is  sufficient  to  occupy  a  man's 
time,  or  gain  him  a  livelihood,  that  dealers  in  country  districts, 
and  in  the  commencement  of  trade,  are  obliged  to  unite  so  many 
diflSerent  kinds  of  business.  At  a  small  watering  place  in  England 
we  saw  the  prospectus  of  a  tradesman  who  united  thirty-six  kinds 
of  trade.  As  population  and  wealth  increase  there  are  more 
demands  in  each  of  these  different  kinds  of  business,  and  the 
trader  finds  that  he  can  gain  a  living  by  confining  himself  to  a 
fewer  number.  At  last  every  one  confines  himself  to  a  single 
business,  being  able  to  make  a  livelihood  out  of  it.  Thus  also  in 
the  rise  of  the  arts,  Michael  Angelo  was  sculptor,  painter,  architect 
and  engineer.  Gradually  these  employments  disintegrate.  Not 
only  in  time  each  man  confines  himself  to  a  single  trade,  but  even 
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to  one  Bxnall  department  of  a  trade.  Each  department  of  trade 
separates  itself  into  a  distinct  employment.  This  is  also  the  case 
in  the  sciences  as  soon  as  they  attain  a  certain  magnitude.  Not 
only  in  modem  times  do  men  dcTote  themselves  to  a  single  science, 
but  in  many  cases  a  single  branch  of  that  science  is  sufficient  to 
employ  a  lifetime.  So  also  in  the  professions.  Men  become 
ocidists,  auristSy  dentists.  This  is  that  principle  of  the  separation 
of  employments  which  has  long  been  observed  by  Economists, 
and  whidbi  Smith  calls  the  *^  division  of  labour "  with  which  he 
has  conmienced  his  work,  but  which  comes  more  naturally,  we 
think,  in  a  subsequent  stage  of  the  inquiry,  and  which  we  have 
more  fnlly  considered  in  a  future  chapter. 

15.  It  is  often  said  that  Profits  tend  to  an  equality.  '^  It  will 
be  admitted,"  says  Senior,^  'Hhat  in  the  absence  of  disturbing 
causes,  the  Bate  of  Profit  in  all  employments  of  Capital  is  equal." 
Even  if  it  were  admitted  that  there  may  be  a  tendency  to  equalise 
actual  profits,  the  difference  of  the  time  in  which  profits  are  made 
completely  destroys  all  equality  in  the  Bate  of  Profit.  If  an  active 
and  pushing  tradesman  manages  to  effect  sales  with  greater 
rapidity  than  his  neighbours  he  increases  his  Bate  of  Profit 
enormously.  In  &ct  such  a  person  ofl;en  begins  his  business 
by  lowering  his  prices,  in  order  to  increase  the  rapidity  of  the  sale 
of  his  goods. 

16.  Moreover,  this  doctrine  of  the  equality  of  Profits  is  de- 
ceptive in  another  sense.  Smith  says' — *^  The  increase  of  stock, 
which  raises  wages,  tends  to  lower  [actual]  Profit.  When  the 
stocks  of  many  rich  merchants  are  turned  into  the  same  trade, 
their  mutual  competition  naturally  tends  to  lower  its  profit,  and 
when  there  is  a  like  increase  of  stock  in  all  the  different  trades 
carried  on  in  the  same  society,  tiie  same  competition  must  produce 
the  same  effect  in  them  all.    .    .    . 

**  It  generally  requires  a  greater  stock  to  carry  on  any  sort  of 
trade  in  a  great  town  than  in  a  country  village.  The  great  stocks 
employed  in  every  branch  of  trade,  and  tiie  number  of  rich  com- 
petitora,.  generally  reduce  the  Bate  of  Profit  in  the  former  below 
what  it  is  in  the  latter.  But  the  wages  of  labour  are  generally 
higher  in  a  great  town  than  in  a  country  village.    In  a  thriving 
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tx)wn  the  people  who  have  great  stocks  to  employ,  frequently 
cannot  get  the  number  of  workmen  they  want,  and  therefore  bid 
against  one  another,  in  order  to  get  as  many  as  they  can,  which 
raises  the  wages  of  labour,  and  lowers  the  profits  of  stock.  In 
the  remote  parts  of  the  country  there  is  frequently  not  stock 
sufficient  to  employ  all  the  people,  who  therefore  bid  against  one 
another  in  order  to  get  employment,  which  lowers  the  wages  of 
labour,  and  raises  the  profite  of  stock." 

This  account  of  Smith's  is  so  perfectly  true,  and  so  obyious  to 
any  one  who  has  practical  knowledge  of  the  subject,  that  it  seems 
impossible  that  any  one  could  contest  it.  Yet  it  has  been 
vehemently  denied  by  McCuUoch,  following  Ricardo,  and  Mill. 
But  as  we  have  shewn  that  neither  of  these  writers  can  even  give 
a  correct  definition  of  the  term  Rate  of  Profit,  it  will  be  found 
that  their  criticisms  are  not  worth  very  much. 

"We  have  seen  above  that  Ricardo  asserts  that  "  Profits  depend 
on  the  quantity  of  labour  requisite  to  provide  necessaries  for  the 
labourers,  on  tJiat  land  or  with  that  capital  which  yields  no  rent." 
McCulloch,  who  adopts  everything  in  Ricardo  without  the  slightest 
critical  discernment,  affirms  that^ — ^'^  profits  are  reduced  in  an 
advanced  stage  of  society  because  the  quantity  of  produce  is 
dminishedf  and  because  the  labourers  get  a  larger  share  of  this 
diminished  quantity. 

"  The  theory  of  Dr.  Smith,  as  to  the  circumstances  which  de- 
termine the  rate  of  profit,  differs  widely  from  the  above.  He 
seems  to  have  had  no  idea  of  the  fundamental  principle  of  the 
decreasing  productiveness  of  the  capitals  successively  applied  to 
the  soil ;  and,  not  imagining  that  there  was  any  natural  cause  why 
the  produce  obtained  by  the  outlay  of  equal  amounts  of  capital 
and  labour  should  ever  be  diminished,  he  supposed  that  profits 
were  lowered  through  the  competition  of  capitalists ;  that  when 
capital  increased,  the  undertakers  of  different  businesses  became 
anxious  to  encroach  on  each  other ;  and  that  in  order  to  attain 
their  object,  they  offered  their  produce  at  a  lower  price,  and  gave 
higher  wages  to  their  workmen. 

''But  though  at  first  view  this  theory  appears  sufficiently 
plausible,  it  wiU  not  bear  the  least  examination.  //  is  easy  to 
tee  that  competition  cannot  occasion  a  general  fall  of  profits.  All 
that  oompetition  can  do,  and  all  that  it  ever  does,  is  to  reduce  the 
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profits  obtained  in  different  businesses  and  employments  to  the 
same  common  levels  to  prerent  particular  indiTiduals  realising 
greater  or  lesser  profits  than  their  neighbours.  Farther  than  this 
c(»npetition  cannot  go.    .    .    . 

^  Hence  it  appears,  that  that  Mi  in  the  rate  of  profit  that  is 
invariably  observed  to  take  place  as  society  advances,  is  not  owing 
to  an  increase  of  capital,  or  to  the  competition  consequent  upon 
that  increase,  but  to  an  inability  to  employ  capital  (1)  from  a 
decrease  in  the  fertility  of  the  soils  to  which  recourse  must  be 
had,  or  (2)  from  a  rise  of  wages,  or  (3)  from  an  increase  of  taxa- 
tion." 

17.  So  Mill,  who  is  an  equal  idolater  of  Kicardo,  follows  in 
the  same  strain^ — ^''The  tendency  of  profits  to  fall  as  society 
advances,  which  has  been  brought  to  notice  in  the  preceding 
diapter,  was  early  recognised  by  writers  on  industry  and  com- 
merce ;  bat  the  laws  which  govern  profits  not  being  then  under- 
stood, the  phenomenon  was  ascribed  to  a  wrong  cause.  Adam 
Smith  considered  profits  to  be  determined  by  what  he  called  the 
competition  of  capital ;  and  concluded  tiiat  when  capital  increased 
this  competition  must  likewise  increase,  and  profits  must  fall." 
After  quoting  from  Smith  as  above.  Mill  continues — "  This  passage 
would  lead  us  to  infer  that  in  Adam  Smith's  opinion  the  manner  in 
whidi  the  competition  of  capital  lowers  profits  is  by  lowering 
price ;  that  being  usually  the  mode  in  which  an  increased  invest- 
ment of  capital  in  any  particular  trade  lowers  ihe  profits  of  that 
trade.  But  if  this  was  his  meaning,  he  overlooked  the  circum- 
stance that  the  fall  of  price,  which  if  confined  to  one  commodity 
really  does  lower  ihe  profits  of  the  producer,  ceases  to  have  that 
effect  as  soon  as  it  extends  to  all  commodities  ;  because  when  all 
things  have  fallen,  nothing  has  really  fallen  except  nominally ; 
and  even  computed  in  money  the  expenses  of  every  producer  have 
diminished  as  much  as  his  returns.  Unless,  indeed,  labour  be  the 
one  oonmiodity  which  has  not  fEdlen  in  money  price,  when  all  other 
things  have :  if  so  what  has  really  taken  place  is  a  rise  of  wages ; 
and  it  is  that,  and  not  a  fidl  of  prices,  which  has  lowered  the 
profits  of  capitaL  There  is  another  thing  which  has  escaped  tiie 
notice  of  Adam  Smith  ;  that  the  supposed  universal  &11  of  prices 
through  increased  competition  of  capitals  is  a  thing  which  cannot 
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take  place.  Prices  are  not  detennined  by  the  competition  of  the 
sellers  only,  but  also  by  that  of  the  buyers ;  by  demand  as  well  as 
supply.  The  demand  which  affects  money  prices  consists  of  all  the 
money  m  the  hands  of  the  community  destined  to  be  laid  out  in 
oommooities ;  and  as  long  as  the  proportion  of  this  to  the  com- 
modities is  not  diminished  there  is  no  &U  of  general  prices.  Now, 
howsoever  capital  may  increase  and  give  rise  to  an  increased  pro- 
daction  of  (xLaodi/es,  a  fixU  shore  of  the  capital  wiU  be  dr^wu 
to  the  business  of  producing  or  importing  money^  and  the  quantify 
of  money  mil  be  augmented  in  an  equal  ratio  with  the  quantity  of 
commodities.  For  if  this  were  not  the  case,  and  if  money,  there- 
fore, were  as  the  theory  supposes  perpetually  acquiring  increased 
purchasing  power,  those  who  produced  or  imported  it  would  obtain 
constantly  increasing  profits ;  and  this  could  not  happen  without 
attracting  labour  and  capital  to  that  occupation  fix)m  other  em- 
ployments. If  a  general  Ml  of  prices,  and  an  increased  value  of 
money  were  really  to  occur,  it  could  only  be  as  a  consequence  of 
increased  cost  of  production,  and  from  the  gradual  exhaustion  of 
the  mines. 

**  It  is  not  tenable,  therefore,  in  theory,  that  ih&  increase  of 
capital  produces,  or  tends  to  produce,  a  general  decline  of  money 
prices.  Neither  is  it  true  that  any  general  decline  of  prices  as 
capital  increased  has  manifested  iteelf  in  fact.  The  only  things 
observed  to  fall  in  price  with  the  progress  of  society  are  those  in 
which  there  have  been  improvements  in  production  greater  thm 
have  taken  place  in  the  production  of  the  precious  metals,  asi,  tat 
example,  all  spun  and  woven  fabrics.  Other  things,  again,  inrtead 
of  fiedling,  have  risen  in  price,  because  their  cost  of  production, 
compared  with  that  of  gold  and  silver,  has  increased.  Among 
these  are  all  kinds  of  food,  comparison  being  made  with  a  much 
earlier  period  of  history.  The  doctrine,  therefore,  that  competition 
of  capital  lowers  profits  by  lowering  prices  is  incorrect  in  &ct  as 
well  as  unsound  in  principle. 

**  But  it  is  not  certam  that  Adam  Smith  really  held  that  doc- 
trine ;  for  his  language  on  the  subject  is  wavering  and  unsteady, 
denoting  the  absence  of  a  definite  and  well-digested  ofNinion. 
Occasionally  he  seems  to  think  that  ihe  mode  in  which  the  com- 
petition of  capital  lowers  profits  is  by  raising  wages.  And  when 
q)eakiQg  of  the  rate  of  profit  in  new  colonies  he  seems  on  the 
very  verge  of  grasping  iHie  complete  theory  of  the  subject,  *  as  the 
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colony  increases  ihe  profits  of  stock  gradually  diminish.  When 
the  most  fertile  and  best  situated  lands  have  been  all  occupied  less 
profit  can  be  made  by  the  cultivation  of  what  is  inferior  both  in 
soil  and  situation.'  Had  Adam  Smith  meditated  longer  on  the 
subject,  and  systematised  his  views  of  it  by  harmonising  with  each 
other  the  various  glimpses  which  he  caught  of  it  from  different 
points,  he  would  have  perceived  that  this  last  is  the  true  cause  of 
the  fjEdl  of  profits  usually  consequent  upon  increase  of  capital." 
Mill  also  says  Chahners's  ideas  are  **  more  decidedly  infected  with 
the  often-refuted  notion  that  the  competition  of  capital  lowers 
general  prices." 

18.  On  this  subject  Smith  is  undoubtedly  in  ihe  right  and 
his  assailants  in  the  wrong.  Any  one  who  has  the  slightest 
knowledge  of  commerce  would  laugh  at  the  notion  that  the  com- 
petition of  capital  does  not  produce  a  fall  of  prices  and  profits. 
Any  trader  in  Hie  City  of  London  would  say  that  the  competition 
is  so  strong  that  every  one  is  obliged  to  sell  at  the  lowest  price 
and  the  smallest  profit. 

The  whole  of  this  extraordinary  doctrine  is  based  upon  Bicardo's 
fundamental  fallacy  that  profits  depend  on  the  worst  land  in 
cultivation,  or,  as  McOulloch  says,  profits  are  only  reduced  by 
diminishing  production,  i,  e.,  quantity  of  produce  detained. 

It  is  perfectly  manifest  that  this  is  only  the  reappearance  of  the 
fimdamental  fallacy  of  Bicardo's  Theory  of  Bent,  which  says  that 
h  is  bringing  inferior  land  into  cultivation,  and  expendii^  more 
labour  on  its  production,  which  raises  the  price  of  com,  whereas, 
as  Bicardo  has  himself  elsewhere  said,  that  it  is  precisely  ihe 
reverse,  as  we  have  shewn,  and  that  it  is  the  increase  of  the  price 
of  com  which  admits  more  value  being  employed  in  bringing 
inferior  land  into  cultivation. 

It  is  not  because  inferior  land  is  brought  into  cultivation  that 
profits  are  reduced :  but  manifestly  precisely  the  reverse.  It  is 
only  fchen  general  profits  Juive  been  reduced  tiiat  inferior  lands 
are  lm>ught  into  cultivation ;  or  because  tiie  price  of  com  has 
risen  so  much  that  it  will  e^ord  usual  profits  to  bring  it  into 
cnltivatiott. 

Suppose,  for  example,  that  usual  profits  were  20  per  cent. :  and 
suppose  that  there  was  land  which  might  be  reclaimed  and  yield  a 
profit  of  5  per  cent,  on  the  average  price  of  com  at  any  time. 
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Then,  if  in  consequence  of  the  increased  demand  for  com  the 
price  rose  so  high  that  the  inferior  land  would  yield  a  profit  of  20 
per  cent.,  then  it  would  be  cultivated. 

Or  suppose  that  the  increased  competition  of  capital  reduces 
general  average  profits  to  5  per  cent.,  then  the  inferior  land  would 
be  cultivated  because  it  would  yield  usual  profits. 

No  one  would  invest  their  money  to  produce  5  per  cent,  so  long 
as  they  could  invest  it  so  as  to  produce  20  per  cent. ;  hence  so 
long  as  capital  produces  higher  profits  no  one  would  resort  to  land 
which  would  only  yield  5  per  cent.  So  if  the  usual  rate  of  interest 
on  money  were  10  per  cent,  per  annum,  no  one  would  borrow 
money  at  10  per  cent,  to  cultivate  lands  which  would  only  yield 
a  profit  of  5  per  cent. 

But  in  the  natural  progress  of  society  population  and  the  de- 
mand for  com  would  raise  its  price,  and  so  increase  the  profit  of 
cultivating  inferior  land :  and  at  the  same  time  the  increase  of 
capital  would  reduce  the  usual  rate  of  profit :  so  the  profits  to  be 
made  by  cultivating  inferior  lands  would  increase,  and  general 
average  profits  would  decrease,  until  they  became  equal :  and  then 
inferior  lands  would  be  cultivated  because  they  would  yield  usual 
profits. 

Hence  the  diminution  of  the  general  Bate  of  Profit  greatly 
increases  the  value  of  all  lands ;  and  a  general  rise  of  Profits  and 
Interest  would  throw  much  land  out  of  cultivation,  or  prevent  a 
great  quantity  of  land  from  being  brought  into  cultivation ;  and 
greatly  lower  the  value  of  all  lands,  as  we  shall  shew  more  fidlj  ill 
the  next  section. 

Thus  in  this  case,  as  in  many  others,  Bicardo  and  his  followeny 
have  simply  inverted  cause  and  effect.  If  profit  and  interest  are 
very  high,  inferior  lands  are  not  cultivated  because  it  would  not 
pay  to  do  so :  when  profits  and  interest  are  low,  inferior  lands  are 
cultivated,  because  it  pays  to  do  so.  And  manifestly  it  is  not 
the  reclaiming  inferior  lands  which  give  a  diminishing  production 
that  reduces  profit ;  but  the  reduction  of  average  general  profits 
which  enables  inferior  lands,  which  only  yield  a  diminished  pro- 
duction, to  be  cultivated. 

Even  supposing  that  it  were  tme  that  bringing  infavior  lands 
into  cultivation  gave  a  diminished  produce  and  profit,  it  is  per- 
fectly manifest  that  persons  who  had  capital  to  lend  would  not 
advance  it  at  a  lower  rate  of  profit  for  the  purpose  of  reclaiming 
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the  land  when  fchey  could  get  a  higher  rate  fix)m  commerce.  Thej 
would  be  actuated  by  no  sentimental  considerations  in  such 
matters.  They  will  get  the  best  profit  they  can.  And  the  owners 
of  the  inferior  land  have  no  resource  but  to  wait  till  the  price 
of  com  has  risen  high  enough  to  make  it  profitable  to  improve 
them ;  or  some  means  has  been  found  of  supplying  cheap  Capital. 

19.  It  was  precisely  this  circumstance  that  gave  rise  to  the 
numerous  sdiemes  for  founding  banks  and  creating  paper  money 
which  were  so  rife  at  the  close  of  the  17th  century.  When  men 
grew  weary  of  burning  and  slaughtering  each  other  for  theologi- 
cal and  political  differences^  they  turned  their  energies  to  agriculture 
and  commerce;  and  they  rightly  perceived  that  the  very  first 
requisite  for  tiie  improvement  of  the  land  was  cheap  money^  or 
capital.  At  that  time  the  usual  rate  of  interest  for  metallic  money 
was  10  per  cent,  per  annum.  Of  all  species  of  industry  the  profits 
from  agriculture  are  the  most  moderate :  and  if  agriculture  would 
only  give  perhaps  a  profit  of  6  per  cent.,  it  would  have  been 
manifestly  impossible  to  borrow  money  at  10  per  cent.,  which  the 
iidditional  demand  would  probably  have  raised  still  higher.  Hence 
the  numerous  projects  for  founding  banks  for  the  express  purpose 
of  multiplying  paper  currency  and  reducing  the  rate  of  interest  to 
8  per  cent.  This  was  also  tiie  origin  of  the  schemes  for  creating 
Paper  Money  on  the  basis  of  the  land ;  of  which  John  Law's  was 
the  most  celebrated,  and  which  he  had  the  opportunity  of  carrying 
ont  on  a  great  scale  in  France,  and  ended  in  the  catastrophe  of  the 
ICsiflsippi  scheme,  as  is  described  in  a  future  chapter.  All  these 
■diemes  ^rang  out  of  a  real  necessity  of  the  times ;  and,  although 
they  were  founded  on  a  false  theory,  we  must  carefully  refrain  from 
oonndmng  them  as  mere  fraudident  bubbles,  as  is  so  commonly 
done«  The  great  system  of  banking  in  Scotland,  whose  mechan- 
ism and  effects  we  have  described  in  a  former  chapter,  carries  out 
their  intention  as  far  as  it  can  be  done  with  safety. 

It  is  also  a  matter  of  the  commonest  observation  that  a  long 
oontinned  very  low  rate  of  interest  is  a  very  usual  precursor  of  an 
outburst  of  speculative  mania.  High  profits  in  particular  busi- 
nesses 4lkract  quantities  of  capital  into  these  businesses;  and,  of 
course,  often  lead  to  great  overtrading  and  catastrophes.  But 
when  the  Bate  of  Interest  remains  for  a  long  time  at  1  or  2  per 
cent,  persons'  incomes  are  reduced  so  much  that  they  become 
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willing  to  adventore  in  enterprises  to  pay  them  a  better  profit. 
Hence,  as  is  so  often  the  case  in  Economics,  the  same  effects  are 
produced  by  opposite  causes.  Very  high  profits  and  very  low 
profits  are  each  the  cause  of  a  specillatiye  mania.  The  most 
healthy  condition  is  a  medium  rate  of  4^  5  per  cent.  When  the 
rate  is  below  that,  every  time  it  is  kwer^  multitudes  of  new 
enterprises  start  into  existence.  At  every  raising  of  the  rate, 
multitudes  of  new  schemes  are  strangled  in  the  Ynrtii.  Now  it  is 
not  tiiese  new  enterprises  which  lower  the  Bate  of  Profit ;  but  it 
is  the  low  Bate  of  Profit  which  is  the  greatest  stimulant  of  new 
enterprises. 

20.  It  is  now  manifest  that  those  who  have  assailed  Smitti*8 
doctrine  proceed  upon  the  plain  fallacy  of  inverting  cause  and 
effect.  But  Mill's  assertions  are  also  self-contradictory,  as  is  so 
often  the  case. 

Mill  says  truly  that  prices  are  determined,  not  by  the  competi- 
tion of  the  sellers  only,  but  also  by  that  of  the  buyers,  by  demand 
as  well  as  by  supply,  which  is  most  true.  He  says  truly  that 
prices  are  affected  by  the  money  in  the  hands  of  the  community  to 
be  laid  out  in  commodities;  and  also  that  so  long  as  the  pro- 
portion of  money  to  commodities  remain  the  same,  prices  will  not 
vary.  Then  he  asserts  that  if  conmiodities  increase,  the  quantity 
of  money  imported,  or  produced,  to  buy  commodities  will  increase 
in  exactly  an  equal  ratio,  and  therefore  that  no  change  in  price 
can  take  place.  * 

No  doubt  if  this  were  true  in  f&ct,  the  consequence  he  stitm 
would  follow.  But  notoriously  it  is  not  true  in  fact:  and,  as 
usual,  he  immediately  proceeds  to  contradict  himself.  For  he 
asserts  that  an  increase  of  capital  cannot  produce  a  fall  in  prices, 
because  if  it  did  so  money  would  be  imported  in  an  equal  ratio  to 
reap  the  profits  to  be  made  by  buying  these  commodities  very 
cheap ;  and  then  he  says  that  this  result  only  takes  place  in  those 
commodities  in  which  the  improvements  in  production  have  taken 
place  greater  than  in  the  production  of  the  precious  metals, — such 
as  spun  and  woven  fabrics. 

Now,  as  every  one  knows  and  he  himself  admits  what  ttbmot  be 
denied,  that  an  immense  diminution  in  the  price  of  these  com- 
modities ?ui8  taken  place,  owing  to  their  enormously  increased 
quantity  produced,  what  becomes  of  his  previous  doctrine  that 
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snch  a  Ml  cannot  oocai,  because  money  will  always  be  imported  to 
buy  them  in  an  equal  ratio ;  and  therefore  their  price  cannot 
diange. 

Now  it  is  an  indisputable  fact  that  an  enormous  mass  of  com- 
modities have  increased  a  great  deal  faster  tiian  money^  and  that 
their  prices  have  immensely  diminished  in  consequence  of  this 
increase:  Mill,  howeyer,  says  that  it  is  an  ofben-reftited  notion 
that  the  competition  of  capital  lowers  general  prices. 

But  it  unquestionably  does  so  in  all  commodities  which  increase 
fiister  than  money. 

Now  it  is  a  mere  accident  that  all  oonmiodities  are  not  increased 
&Bter  than  money.  All  manu&ctured  commodities  are  so :  and  if 
agricultural  products  hare  not  hitherto  been  so,  it  is  probably 
partly  owing  to  the  fact  that  they  cannot  be  multiplied  in  such 
enormous  quantities  as  manufactures,  because,  being  feur  more 
bulky  in  proportion  to  their  value,  their  cost  of  production,  «.  $., 
the  cost  of  placing  them  in  the  market  when  they  are  offered  for 
sale — cannot  be  reduced  in  the  same  proportion :  and  partly  be- 
cause the  same  skill  and  science  have  never  hitherto  been  applied 
to  increase  the  products  of  the  earth  as  has  been  done  in  manu- 
factures* 

There  is  not  the  smallest  doubt  that  by  the  application  of  skill 
and  science  the  products  of  ihe  soil  could  be  increased  to  several 
their  present  amount^  and  far  beyond  what  is  often  supposed. 

To  give  only  one  instance.  Near  Edinburgh  there  were  some 
tafita  of  the  sea-shore  which  were  worth  absolutely  nothing.  By 
Ike  ddlfiil  application  of  the  liquid  sewage  of  the  dty  these  fields, 
which^  were  originally  nothing  but  pure  sea  sand,  now  yield  sic 
crops  of  hay  in  the  year,  and  give  a  rent  of  £36  or  £40  an  acre. 
If  this  has  been  done  at  Edinburgh  why  could  it  not  be  done  in 
numerous  otiier  places  ? 

When  Mill  says  that  the  competition  of  Capital  does  not  lower 
Profits  by  lowering  prices,  he  seems  to  forget  that  the  commodities 
produced  are  themselves  Capital,  as  well  as  the  money  originally 
employed  in  producing  them.  The  money  was  Capitcd  because  it 
was  used  for  the  purpose'  of  profit.  When  the  commodities  were 
produced  Aey  were  also  equally  capital,  because  they  were  intended 
to  be  exchanged  away  for  profit. 

If,  then,  a  certain  expenditure  of  money-capital  produces  (by 
means  of  skill  and  madiinery)  an  enormously  increased  quantity 
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of  goods-capitaly  the  immensely  increased  quantity  of  good»* 
capital  can  only  be  sold  off  by  a  very  great  reduction  of  price. 
Consequently  the  price  and  profits  of  each  particular  parcel  are 
immensely  reduced :  but  the  profits  upon  the  whole  quantity  are 
enormously  increased ;  and,  of  couiMy  Mill  contradicts  himself 
in  the  very  same  chapter — "  What  would  really  be  not  merely 
difficulty  but  impossible,  would  be  to  employ  this  Capital  ivUhaut 
submitting  to  a  rapid  reduction  of  the  Rate  of  Profit "  /  / 

21.  It  is  this  very  truth  that  the  inmiensely  increased  Yalue 
of  the  whole  quantity  produced  much  more  than  makes  up  for  the 
diminished  vdue  of  each  particular  parcel  that  famishes  a  very 
simple  solution  of  what  J.  B.  Say  declares  to  be  one  of  ihe  most 
thorny  questions  in  Economics.  He  states  the  question  ttius : — 
"  Wealth,  being  composed  of  the  value  of  articles  possessed,  how 
can  it  be  that  a  nation  shall  be  just  the  more  rich,  as  things  are 
there  at  a  lower  price  ?  "  ^  The  problem,  as  far  as  we  understand 
it,  is  this,  "  If  wealth  depends  upon  the  value  of  articles^  how 
is  it  possible  that  a  nation  can  be  richer  when  cotton  goods  are  6d. 
a  yard  than  when  they  were  at  3s.  6d.  a  yard  ?  The  answer  is 
very  simple.  Let  us  suppose  that,  at  any  given  time,  cotton  goods 
were  3s.  6d.  a  yard,  and  there  were  only  a  certain  number  of 
people  who  could  afford  to  buy  them  at  that  price,  but  there  were 
a  great  many  others  who  would  buy  them  if  the  prices  were  re- 
duced within  their  means.  Now,  the  question  is,  to  discover  what 
reduction  of  price  will  enable  any  given  increased  productioa  of 
cotton  goods  to  be  bought.  What  reduction  of  price,  for  ^*^4iyi 
will  cause  the  consumption  to  be  doubled  ?  Now,  if  by  ingenioiis 
devices  the  manufacturers  can  dimiTiiflh  the  cost  of  production  of 
the  cotton  goods  to  one-fourth,  but  no  increased  quantity  is  pro- 
duced, we  have  already  shewn  that  no  reduction  in  price  will 
ensue.  Hence,  we  may  say,  that  the  value  of  the  cotton  goods 
(i.  e.,  what  people  will  give  for  them),  is  3s.  6d.,  without  reference 
to  their  cost  of  production.  Now,  if  the  change  in  price  bore  the 
direct  proportion  to  the  change  in  the  relation  between  supply  and 
demand,  it  would  require  the  price  to  be  reduced  one-hatf  before 
the  consumption  could  be  doubled.  That  is,  though  a  greater 
number  of  individuals  might  receive  the  convenience  of  having 
cotton  goods,  still  the  total  value  of  the  whole  quantity  produced 
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wonld  still  be  the  same  as  it  was  before.  But  in  practice  this  is 
not  fonnd  to  be  the  case.  Instead  of  requiring  a  reduction  of 
one-half  in  the  price  to  ensure  a  consumption  of  double  the 
quantity,  it  is  probable  that  a  reduction  of  a  fifth,  or  a  fourth,  ia 
die  price  would  do  so.  If  a  reduction  of  Is.  were  effected  in  the 
price,  it  would  probably  quadruple  the  consumption.  Then  the 
value  of  the  total  quantity  consumed  would  be  10s.  instead  of 
86.  6d.  Consequently  the  total  wealth  of  the  nation  would  be 
increased  by  that  amount.  And  as  the  price  was  still  further 
reduced,  the  consumption  would  proceed  in  a  still  more  rapid  ratio, 
in  proportion  to  the  greatly  increased  number  of  persons  who 
would  find  the  article  within  their  means  of  purchase.  A  re- 
duction of  the  price  from  ds.  6d.  to  6d.,  instead  of  increasing 
the  quantity  consumed  seyenfold,  would  probably  increase  it  a 
thousand-fold.  That  is,  as  the  diminution  in  price  proceeded  in 
an  arithmetical  proportion  the  (fnantity  consumed  would  increase 
in  a  geometrical  proportion  of  a  very  high  order.  And  the  value  of 
the  totality  of  the  article  would  proceed  in  a  similar  ratio.  Thus, 
though  the  value  of  each  individual  yard  was  seven  times  greater 
in  the  former  case,  yet  the  value  of  the  total  quantity  produced 
wonld  probably  be  at  least  a  hundred-fold  in  the  latter,  and  the 
wealth  of  the  nation  is  to  be  judged  by  the  value  of  the  totalities, 
and  not  by  that  of  each  yard.  This  is  universally  true.  The 
value  of  the  totality  of  the  cotton  manufactures  of  Great  Britain 
is  probably  a  hundred-fold  now  to  what  it  was  when  the  value  of 
eaili  piece  was  ten-fold  what  it  is  now.  So  of  books.  The  value 
cf  ife  totality  of  book  manufactures  is  now  probably  a  hundred- 
§M  what  it  was  when  each  separate  book,  being  in  M.S.,  cost  a 
hundred-fold  as  much.  The  only  apparent  paradox  in  the  case  lies 
in  the  ambiguous  form  of  expression  in  which  Say  has  stated  the 
question,  because  in  the  first  part  of  the  sentence,  "  the  value  of 
the  articles  possessed,"  it  manifestiy  means  the  totality  of  the 
articles  possessed,  in  the  latter  part  it  refers  to  the  price  of  each 
individual  article. 

22.  Smith,  'therefore,  is  perfectiy  right  in  saying  that  tiie 
increase  of  Gapital  reduces  prices  and  actual  profits,  and  every 
person  who  has  any  knowledge  of  business  will  at  once  recognise 
the  truth  of  this  doctrine ;  and  it  will  be  further  exemplified  in 
the  next  section  on  Interest  and  Discount.    The  larger  a  man's 
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Capital  is,  the  smaller  is  the  profit  he  can  live  npon.  If  he  has  a 
mUlion  of  money  he  may  perhaps  just  manage  to  exist  and  bring 
up  a  family  upon  a  profit  of  4  per  cent,  or  £40,000  a  year ;  bnt 
if  he  has  only  a  capital  of  £100,  it  is  not  possible  for  him  to  exist 
and  bring  up  a  family  upon  £4  a  year. 

Hence,  as  Capital  increases,  and  the  sums  dealt  with  in  each 
transaction  are  larger,  the  smaller  is  the  profit  a  trader  can  liye 
on.  The  smaller  the  transaction  is,  the  greater  always  is  the 
profit  charged.  A  grocer  always  charges  much  higher  for  tea 
bought  by  the  ounce  than  when  bought  by  the  pound.  Paper 
bought  by  the  quire  costs  more  than  when  bought  by  the  ream : 
and  the  fact  that  when  commodities  are  bought  in  large  quantities 
a  reduction  in  price  is  invariably  made  is  too  familiar  to  every 
one's  experience  to  require  being  exemplified  more  in  detaiL  If 
then  this  is  so  notorious,  what  becomes  of  the  assertion  of  those 
who  contradict  Smith,  and  say  that  increase  and  competition  of 
capital  does  not,  and  cannot,  reduce  prices  and  profits  ? 

This  shews  that  production  on  a  large  scale  is  always  more 
economical  and  advantageous  for  the  community  generally,  because 
not  only  is  the  cost  of  management  much  smaller  in  proportion, 
but  the  capitalist  can  be  satisfied  with  a  much  smaller  profit. 
Hence  large  enterprises  of  all  sorts  inevitably  end  by  devouring 
small  ones,  whether  in  land,  commerce,  or  manuflEtctures :  and  the 
effects  of  this  natural  law  produce  great  changes  in  society,  as  we 
shall  shew  in  a  future  chapter. 

In  a  new  country  wages  are  high  because  there  is  a  great  d^ 
maud  for  labourers  and  not  many  of  them :  Profits  are  high  becaaae 
the  number  of  transactions  is  comparatively  speaking  small^  and  the 
amount  insignificant,  and  capital  very  scarce.  When  people  and 
Capital  increase  operations  multiply  in  number  and  increase  in 
mc^nitude.  So  capitalists  can  subsist  on  smaller  profits,  and  a 
lower  actual  Profit  may  produce  a  very  much  larger  actual  amount. 
The  use  of  banks  is  to  substitute  cheap  credit,  and  so  anticipate 
the  slow  accumulation  of  metallic  Capit^ 

23.  These  considerations  shew  the  error  of  Smith's  assertion 
that^ — **  No  equal  capital  puts  into  motion  a  greater  quantity  of 
productive  labour  than  that  of  the  &rmer.  • .  .  , .  No  equal 
quantity  of  productive  labour  employed  in  manufiactures  can  ever 
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oocaBion  ao  great  a  reproduction.  In  them  nature  does  nothing — 
man  does  all ;  and  the  reproduction  must  always  be  in  proportion 
to  the  strength  of  the  agents  that  occasion  it.  The  capital  em- 
ployed in  agriculture,  therefore,  not  only  puts  into  motion  a  greater 
quantity  of  productive  labour  than  an  equal  capital  employed  in 
manufactures,  but  in  proportion,  too,  to  the  quantity  of  pro- 
ductiye  labour  which  it  employs,  it  adds  a  much  greater  value  to 
the  annual  produce  of  the  land  and  labour  of  the  country,  to  the 
real  wealth  and  revenue  of  its  inhabitants.  Of  all  the  ways  in 
which  a  capital  can  be  employed  it  is  by  far  the  most  advantageous 
to  the  society.    ... 

**  It  has  been  the  principal  cause  of  the  rapid  progress  of  our 
American  Colonies  towards  wealth  and  greatness,  that  almost  their 
whole  capitals  have  hitherto  been  employed  in  agriculture.    .    • 

**  It  is  thus  that  the  same  capital  will  in  any  country  put  into 
motion  a  greater  or  smaller  quantity  of  productive  labour,  and  add 
a  greater  or  smaller  value  to  the  annual  produce  of  its  land  and 
labour  according  to  the  different  proportions  in  which  it  is  em- 
ployed in  agriculture,  manu&ustures,  and  wholesale  trade." 

It  is  certainly  extraordinary  that  Smith  should  have  made  such 
assertions  which  are  most  contrary  to  the  plainest  facts  of  history. 
Taking  simply  the  increase  of  wealth,  and  omitting  all  moral  and 
pcditical  considerations,  is  it  the  agricultural  or  the  commercial 
States  of  the  world  which  have  attained  the  greatest  ftiount  of 
wealih  ?  The  single  City  of  Venice  carried  on  a  war  against  the 
SoqpHres  of  the  East  and  the  West  at  the  same  time.  The  small 
commercial  Republic  of  Holland  conquered  its  independence  from 
the  Spanish  monarchy,  the  most  powerful  State  of  the  age.  The 
slightest  appeal  to  experience  shews  the  entire  fallacy  of  Smith's 
assertion :  and  the  explanation  of  it  is  very  simple.  Even  if  a 
considerable  amount  of  profit  can  be  made  by  agriculture,  yet  that 
profit  is  made  only  once  in  the  year.  In  no  way  is  so  large  an 
amount  of  capital  attended  with  so  moderate  a  remuneration, 
except  in  banking.  A  farmer  upon  all  his  outlay  and  capital 
receives  perhaps  a  profit  of  10  per  cent,  in  the  whole  year.  A 
tradesman  puts  an  increase  of  10,  20,  or  perhaps  50  per  cent,  on  the 
wholesale  price  of  his  goods,  and  may  make  that  profit  in  a  day  or  a 
week.  A  manufacturer  may  perhaps  put  a  smaller  actual  profit  on 
his  goods,  but  he  sells  in  large  masses,  in  a  short  time,  so  that  he 
makes  a  very  large  Bate  of  Profit  by  the  year.    A  trader  in  a 
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moderately  sized  shop  will  make  as  much  profit  in  the  year  as  a 
farmer  upon  800  acres  of  land.  A  farmer  very  rarely  indeed 
&rms  more  than  a  thousand  acres  of  land ;  but  a  trader  may  trade 
with  hundreds  of  thousands  of  pounds. 

Hence,  so  &r  as  mere  increase  of  wealth  goes,  manufactures  and 
commerce  are  immensely  more  productive  than  agriculture.  Was 
it  agriculture  that  made  Holland  the  richest  State  in  Europe? 
Was  it  agriculture  that  made  Tyre,  Sidon,  Genoa,  Venice,  the 
Hanse  Towns,  Nuremberg,  Augsburg,  and  multitudes  of  other 
great  cities  ?  Of  course,  for  political  stability  the  union  of  the 
two  ifl  most  desirable.  A  commercial  State  may  grow  wealthy 
without  agriculture ;  but  no  agricultural  State  can  become  very 
wealthy  without  commerce  and  manufactures.  The  purely  agri- 
cultural States  are  the  poorest  in  the  world ;  and  the  resources  of 
a  purely  agricultural  State  are  soon  exhausted.  Was  it  her  agri- 
culture or  her  commerce  and  manu^EMHiures  which  more  contributed 
to  enable  England,  a  small  island  with  a  scanty  population,  to 
contend  in  arms  against  all  Europe  ?  Certainly,  if  Smith  had 
lived  through  the  great  revolutionary  war,  he  never  would  have 
asserted  that  agriculture  is  more  productive  of  wealth  than  com- 
merce and  manufactures. 

24.  ^or  originated  an  expression  which  gives  a  very  inade- 
quate ana  far  too  narrow  a  view  of  Profits :  he  says  that  Profits 
are  the  reward  of  abstinence.  This  arises  from  the  imperfecll 
conception  of  Economists  who  consider  Capital  only  as  the  aocomu- 
lation  of  past  labour,  and  thus  they  maJ^  what  is  only  true  in 
some  cases,  a  general  proposition.  Senior  himself  says  that 
Economists  are  agreed  that  whatever  gives  a  profit  is  rightly 
termed  Capital.  Now,  profits  are  made  not  only  by  employing 
the  accumulation  of  the  past,  but  also,  in  the  modem  system  of 
Credit,  by  sagaciously  utilising  the  anticipation  of  the  future. 
Smith  says^ — "  In  great  towns,  trade  can  be  extended  as  stock 
increases,  and  the  Credit  of  a  frugal  and  thriving  man  increases 
much  fefiter  than  his  stock.  His  trade  is  extended  in  proportion 
to  the  amount  of  hothy  and  the  sum  or  amount  of  his  profits  is  in 
proportion  to  the  extent  of  his  trade,  and  his  annual  accumulation 
in  proportion  to  the  amount  of  his  profits."  Hence,  a  trader  may 
make  profits  in  proportion  to  the  extent  of  his  '^  purchasing 
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power" ;  and  his  parchasmg  power  consistB  of  all  his  money,  of 
all  debts  doe  to  liun,  as  in  the  form  of  bank  notes,  bills  of  ex- 
change, and  of  all  his  Credit.  A  trader,  therefore,  makes 
Profits  by  pnrdiasing  with  his  Credit  as  well  as  with  money,  and 
hence  Credit  is  Capital  by  the  very  force  of  the  definition. 

Hence  it  is  maiiifestly  a  very  inadequate  description  of  Profits 
to  say  they  are  only  the  reward  of  abstinence.  Money  and  Credit 
equally  give  profits,  and  therefore  are  equally  Capital.  They  are 
inverse,  or  apposite  to  each  other,  one  being  the  Right  to  the 
products  of  the  past,  the  other  the  Right  to  the  profits  of  the 
fhtore.  If,  therefore,  one  be  called  positive,  the  other  may 
be  called  n^atiye,  but  the  general  word  Capital  includes  them 
both. 

Furthermore,  we  have  shewn  that  Production  is  held  by  all 
modem  Economists — Smith,  Say,  Mill,  Chevalier — to  include 
transport  or  exchange. 

With  marvellous  inconsistency  Smith,  after  expressly  saying 
that  Capital  may  be  employed  productively  in  commerce,  that  is, 
in  exchange  or  transport,  says  that  money  produces  nothing,  to 
which  McCulloch  justly  replies,  that  money  is  productive  by 
&cilitating  exchanges.  Now,  we  have  seen  that  Credit  produces 
profits  by  fitdlitating  exchanges  exactly  in  the  same  way  as  money 
does ;  hence  Credit  is  Productive  Capital  exactly  in  the  same  sense 
and  in  the  same  way  that  money  is.  What  the  ratio  of  Money  to 
Credit  in  commerce  is  may  perhaps  be  fidrly  gathered  from  the 
taUe  we  have  ahready  given,  in  which  it  appears  that  in  the  opera- 
tions of  a  great  commercial  house  in  London  only  £80,000  out  of 
one  million  received  were  in  specie,  and  only  £11,000  of  one 
million  paid — all  the  rest  of  this  great  movement  was  effected  by 
Credit.  And  there  is  no  reason  to  suppose  that  this  is  not  the 
usual  ratio  of  Credit  to  Money  in  commerce :  and  that  the  Profits 
obtained  by  the  employment  of  Credit  are  not  in  the  same  ratio. 
Leaving  out  of  consideration  for  the  present  the  enormous  amount 
of  Credit  employed  to  put  Labour  in  motion,  which  we  shall 
consider  in  the  next  chapter,  we  see  how  utterly  futile  is  the 
dogma  laid  down  by  Mill  as  a  fundamental  proposition  of  Capi- 
tal, that  ''Industry  is  limited  by  Capital."  Unless  Credit  be 
admitted  to  be  Capital  this  doctrine  is  completely  erroneous ;  if 
Credit  be  admitted  to  be  Capital  then  it  may  be  nearer  the 
truth. 
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25.  The  Phjgiocrates  asserted  that  agricoltaral  labour  only  is 
productiYe  of  wealthy  because  the  earth  alone  prodnoes  more  than 
sufficient  to  maintain  the  labourers. 

This  general  proposition,  howeyer,  is  qnite  inaooorate,  because 
we  have  seen  that  persons  cannot  liye  npon  one  product  only, 
however  necessary  it  may  be.  It  is  upon  the  Value  of  their 
products, «.  e.y  upon  the  things  they  can  get  in  exchange  for  them, 
that  they  live.  Now,  it  is  wholly  erroneous  to  say  that  under  all 
circumstances  agricultural  labour  is  productive.  In  many  cases 
the  Valm  of  the  produce  does  not  repay  the  cost  of  production, 
and  therefore  such  labour  is  unproductive.  Agricultural  labomr  is 
productive  only  when  the  Demand  for  the  produce  is  so  great  and 
the  Supply  so  limited,  that  the  Value  of  the  produce  exceeds  its 
cost  of  production.  Hence,  whether  agricultural  labour  is  pro- 
ductive or  not  entirely  depends  upon  the  great  general  law  of 
Demand  and  Supply. 

Some  writers,  seeing  the  fallacy  of  the  doctrine  that  agricultural 
is  the  only  kind  of  productive  labour,  deny  that  the  earth  pro- 
duces at  aU.  They  assert  that  labour  only  is  productive,  llius, 
among  others,  MiU  says^ — "  The  only  productive  power  is  that  of 
labour." — **  The  only  productive  power  which  anywhere  exists,  is 
the  productive  power  of  labour,  implements,  and  materials." — *^  In 
the  ultimate  analysis,  therefore,  labour  appears  to  be  tiie  only 
essential  of  production." 

So  again' — "  The  cause  of  profit  is  that  labour  produces  more 
than  is  required  for  its  support." — *^  The  reason  why  Capital  yields 
a  profit  is  because  food,  clothing,  materials,  and  tools  last  longer 
than  the  time  which  was  required  to  produce  them." — "  We  thus 
see  that  profit  arises,  not  from  the  incident  of  the  exchange,  but 
fix)m  the  productive  power  of  labour." 

Now,  it  is  perfectly  obvious  that  this  doctrine  is  open  to  the 
same  objection  as  that  of  the  productive  power  of  agricultural 
labour.  No  man  can  live  upon  a  single  product  of  labour,  any 
more  than  upon  a  single  product  of  the  earth.  The  workman 
lives  upon  the  Value  of  his  labour,  t.  «.,  upon  the  things  he  can 
get  in  exchange  for  it.  If  the  product  of  his  work  will  exchange 
for  nothing,  it  is  of  no  value,  and  his  labour  is  unproductive.  If 
the  products  of  labour  do  not  pay  for  their  cost,  that  labour  is 
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nnprodadiyey  just  as  agricoltnral  labour  is,  which  does  not  pay  for 
its  csoet.  A  Aoemaker  may  fill  whole  shops  fall  of  boots  and 
shoes,  but  if  no  one  will  buy  them  they  have  no  value,  and  the 
labour  produoes  no  profit.  Now,  Mill  would  make  this  labour 
productive  and  give  a  profit  because  the  boots  and  shoes  produced 
are  more  than  is  required  for  the  maintenance  of  the  labourer. 
But  productive  labour  is,  as  we  have  before  explained,  labour  which 
produoes  or  draws  forth  a  profit. 

It  may  be  that  in  a  Socialist  or  Communist  state  of  society 
where  the  members  labour  in  common,  and  the  products  are  dis- 
tributed to  each  by  pubHc  authority,  an  exchange  is  not  necessary 
for  Profit.  But  in  an  Economic  state  of  society,  in  which  private 
prq)erty  prevails,  and  the  principle  of  the  division  of  labour  has 
been  much  developed,  so  that  producers  limit  their  products  to  a 
single  article,  and  everything  else  they  want  is  obtained  by 
exchange,  it  is  utterly  erroneous  to  say  that  Profit  does  not 
depend  on  the  "incident  of  exchange."  On  the  contrary,  it 
entirely  depends  on  the  "  incident  of  exchange."  If  a  producer 
cannot  exchange  away  his  product  for  something  else  it  has  no 
Value,  and  produces  no  Profit.  What  would  it  profit  a  man  if  he 
had  mountains  of  kelp,  pyramids  of  granite  8tx)nes,  forests  of 
timber,  warehouses  stuffed  with  calicos  and  silks,  granaries 
choking  with  com,  tuns  of  wine,  or  shops  full  of  books,  if  he 
could  not  exchange  them  away  for  something  else? — ^and  that 
something  else  is  his  profit. 

Few  persons  understand  what  unproductive  labour  is  so  feelingly 
SB  authors.  An  author  may  devote  any  amount  of  time  and 
labour  in  producing  a  work  of  the  highest  genius  and  merit.  The 
printed  books  last  much  longer  than  the  tools  and  implements  used 
in  producing  them.  Therefore,  according  to  Mill,  the  labour  is 
productive,  and  the  capital  employed  in  them  yields  a  profit.  But 
if  an  ini^preciative  world  refuses  to  buy  the  treasures  of  wisdom 
laid  before  them,  the  labour  is  unproductive — as  too  many  authors 
well  know. 

The  Tuscan  Father's  Comedy  Divine  has  long  outlived  the 
materials  used  in  its  production ;  but  when  he  felt  the  shaft  ft'om 
the  bow  of  exile,  and  found  how  bitter  is  the  taste  of  another's 
bread,  and  how  hard  the  way  up  and  down  another's  staircase,  his 
labour  certainly  produced  no  profit.  And  many  of  the  producers 
of  the  worid's  highest  literary  treasures  could  tell  the  same  sad 
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story.  When  our  English  Dante  had  spent  years  of  labour  in 
telling  ns  how  he  imagined  Paradise  was  Lost^  the  commercial 
Value  of  his  labour  was  found  to  be  £5 — certainly  not  very  pro- 
ductiye.  When  Newton  had  discovered  the  Laws  which  govern 
the  motions  of  the  heavenly  bodies,  if  tested  by  conmiercial  prin- 
ciples the  Value  of  his  labour  would  probably  have  been— 0. 
Pope,  Scott,  Byron,  Macaulay,  Thackeray,  Dickens,  no  donbt 
acquired  vast  sums  by  their  Uterary  labours ;  but  the  reason  was 
— ^not  that  they  had  bestowed  more  labour  and  genius  on  their 
works  than  their  hapless  predecessors,  but  because  the  times  had 
changed,  and  there  was  an  immense  demand  for  their  works,  and 
therefore  they  were  profitable. 

Malthus  says  most  truly  ^  that  it  is  necessary  to  estimate  both 
the  advances  and  the  returns  of  the  capitalist  in  Value  and  not 
in  QuANTiTT  :  a  principle  most  manifestly  true,  but  which  has 
been  lost  sight  of  both  by  the  Physiocrates  in  speaking  of  the 
productiveness  of  agricultural  labour,  and  by  Mill  in  speaking  of 
the  productiveness  of  labour  in  general,  and  by  Malthus  himself 
in  speaking  of  the  \'ineyard  of  Tokay. 

Whether  labour  in  agriculture,  manufactures,  and  commeroe  is 
productive,  i.  0.,  profitable,  or  not,  depends  upon  exactly  the  same 
general  principle,  namely,  whether  the  Demand  for  the  product  is 
so  great,  and  its  Supply  so  limited,  that  its  Value  exceeds  its  Cost 
of  Production. 

We  see,  therefore,  that  it  is  a  great  fundamental  error  to  say 
that  Profit  does  not  arise  &om  exchange.  No  doubt  in  some  few 
cases  an  exchange  is  not  necessary  to  profit — as  when  the  product 
itself  is  wanted.  But  in  all  other  cases,  where  persons  require 
other  things  than  what  they  obtain  by  their  own  labour,  it  is 
absurd  to  say  that  Profit  does  not  arise  out  of  the  incident  of 
exchange ;  on  the  contrary,  it  can  arise  only  out  of  an  exchange. 
Products  which  are  not  required,  and  cannot  be  exchanged,  are  not 
wealth,  and  have  no  Value :  and  it  is  only  by  means  of  an  ex- 
change that  they  become  wealth.  Hence  we  see  demonstrated  thai 
great  fundamental  principle  which  we  have  so  often  inculcated^ 
that  it  is  not  the  Labour  of  the  Producer  thai  eonstitutM  a  thing 
WeaUhf  but  (he  Demand  of  the  Goneumer.  All  Value  pzoceeda 
exclusively  firom  Demand ;  and  all  Profit  arises  from  the  Value  of 
a  product  exceeding  its  Cost  of  Production. 

}  Prmetple$  qf  FoUHeal  EooHom^,  j».  268. 
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Hence,  also.  Labour  may  be  productiyey  i.  e.^  profitable,  which  is 
not  associated  with  any  material,  tools,  and  implements.  A  great 
actor  or  performer  earns  an  income  fieur  beyond  the  sum  necessary 
for  his  snppert,  as  well  as  to  pay  the  interest  on  the  capitfd 
ej^)ended  in  his  training  and  edncation.  His  labonr  is  therefore 
produciwe,  because  its  Value  exceeds  its  Cost  of  Production. 

26.  Mill  says^ — *^  In  short,  if  we  compare  the  pnce  paid  for 
labour  and  tools  with  what  that  labour  and  those  tools  will  produce, 
from  tliis  ratio  we  may  calculate  the  rate  of  profit." — ^^  From  this 
it  seems  to  follow  that  the  ratio  between  the  wages  of  labour  and 
the  produce  of  that  labour  gives  the  rate  of  profit." 

It  is  surprising  that  Mill,  who  found  so  much  &ult  with  speaking 
of  the  ratio  between  Demand  and  Supply — a  desire  and  a  quantity 
— should  not  perceive  that  it  is  absurd  to  speak  of  the  ratio 
between  the  cost  of  the  product  and  the  product  itself.  Ratio  is 
the  relation  of  like  quantities  with  respect  to  magnitude.  How 
can  there  be  a  ratio  between  a  sum  of  money  and  a  quarter  of 
com  ?  between  a  sum  of  money  and  a  horse  or  a  house  ?  To 
speak  of  a  ratio  between  money  and  a  product  is  as  absurd  as  to 
say — If  a  sack  of  potatoes  cost  lOs.,  what  is  the  price  of  a  dozen 
of  diampagne  ?  Evidently  we  must  compare  a  price  with  a  price. 
And  if  the  product  cannot  be  sold,  how  can  the  labour  be  pro- 
ductive? 

Hence,  to  make  sense,  these  sentences  should  have  been  written 
— **  If  we  compare  the  price  paid  for  the  labour  and  tools  with  the 
pries  which  the  product  of  these  labours  and  tools  will  produce 
[i«.,  draw  forth  or  exchange  for],"  and  '*  the  ratio  between  the  wages, 
of  labonr,  and  the  price  which  the  produce  of  that  labour  earns 
gives  the  ratio  of  profit,"  it  would  have  a  portion  of  truth, 
although  they  omit  the  time  as  a  necessary  element  of  the  defini- 
tion of  rate  of  profit.  But  if  we  rectify  these  sentences  in  this 
manner,  as  they  must  be,  to  be  made  intelligible,  what  becomes  of 
Mill's  doctrine  that  profit  has  nothing  to  do  with  the  ''  incident  of 
exchange"? 

27.  It  is  thus  seen  how  erroneous  the  doctrine  is  that  labour 
only  is  productive,  t.  e.,  profitable.  It  has  been  shewn  that 
agricultural,  mann£EM;turing,  and  commercial  labour  are  productive 

>  Ei$ttf$,  Se,    Euay  IV, :  on  Profits  and  Interest. 
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under  exactly  the  same  cireiunstaiioes,  and  far  the  same  reason. 
Bat  the  prodncte  of  the  earth  themselres  hare  in  many  cases  a 
Yalne,  without  any  labour  being  bestowed  on  them,  or  &r  beyond 
any  labour  that  has  been  bestowed  upon  ihem.  We  have  seen 
this  in  the  case  of  minerals,  timber,  trees,  cattle,  kelp-shores,  &c. 

When  a  Colonial  (xovemment  leases  out  the  natural  pastures  of 
a  colony,  that  pasture  produces  them  a  revenue,  and  is  therefore 
productive  Capital  to  them.  Are  these  natural  pastures  the  product 
of  labour  ?  When  a  landlord  lets  out  plots  of  ground  on  building 
leases,  and  so  derives  an  annual  Profit  finom  the  land  itself,  is  that 
land  the  produce  of  labour  ?  And  so  many  other  instances  might 
be  adduced  to  shew  the  complete  absurdity  of  the  doctrine  that 
all  Value  proceeds  from  labour;  and  that  all  Profits  are  the 
"  reward  of  abstinence." 

Hence  we  see  plainly  that  all  these  phenomena  are  reduced  to 
the  great  General  Equation  of  Economics  we  have  obtained. 
Demand  alone  is  the  origin  of  all  Value :  and  the  value  of  any 
product  at  any  time  and  at  all  times  depends  exclusively  on  the 
Intensity  of  the  Demand  and  the  Limitation  of  the  Supply :  that 
whether  labour  of  any  sort  is  productive  or  not  depends  purely 
on  its  Value  exceeding  its  Cost  of  Production :  and  that  the  Rate 
of  Profit  varies  dhedly  as  the  excess  of  the  Value  of  anything 
above  its  Cost  of  Production  and  inversely  as  the  Time  in  which 
it  is  made. 

Upon  IxTEHEST  and  Discount. 

28.  Having  considered  the  cases  of  Rent  and  Profits,  we  now 
oome  to  the  question  of  Interest.  When  a  man  employs  his 
own  capital  in  trade  it  is  perfectly  clear  that  he  is  entitled  to  retain 
for  his  own  use  all  the  profits  resulting  firom  such  operations, 
whether  those  profits  be  twenty  per  cent.,  one  hundred  per  cent., 
or  a  thousand  per  cent.  If  any  one  of  superior  powers  of 
invention  were  to  employ  his  capital  in  producing  a  machine,  which 
should  be  of  great  public  utility,  he  might  realise  inmiense  profits 
and  accumulate  a  splendid  fortune,  and  no  one  in  the  ordinary 
possession  of  their  senses  would  grudge  such  a  man  any  amount 
that  he  might  legitimately  make,  or  would  think  it  inherently 
wicked  of  him  to  gain  as  much  as  he  could ;  on  the  contrary,  he 
would  probably  be  applauded,  he  would  be  called  a  benefactor  to 
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his  oonntryy  and  his  name  wonld  be  handed  down  with  honor  to 
poeteritj. 

It  often  happens,  however,  that  persons  endowed  with  such 
powers  of  mind  and  habits  of  industry  as  wonld  tend  to  enrich 
themselves  and  benefit  their  country,  are  deficient  in  capital,  or 
means  of  setting  their  industry  in  motion.  On  the  other  hand,  it 
often  happens  that  persons  who  possess  capital,  or  the  latent  power 
of  setting  their  energies  in  motion,  are  deficient  in  the  active 
qualities  which  are  necessary  to  give  it  effect,  or  they  may  not 
have  the  necessity  or  inclination  to  do  so.  Under  these  circum- 
stances it  is  manifestly  advantageous  to  all  parties,  and  the 
community  in  general,  that  those  who  have  skill  and  industry 
wi^ont  capital,  and  those  who  have  capital  without  skill  or  energy, 
Bhould  meet  together  and  combine  their  respective  latent  qualities. 
Such  a  combination  would  produce  a  beneficial  result,  and  it  seems 
clear  that  each  party  should  have  the  profits  of  the  combined 
enterprise  in  some  previously  agreed  proportion.  Such  operations 
are  extremely  common,  and  there  are  two  methods  usually  adopted 
as  to  the  sharing  of  the  profits.  The  person  who  advances  the 
capital  may  either  agree  to  receive  a  certain  definite  proportion  of 
the  profits  realised,  or  he  may  stipulate  to  receive  a  certain  definite 
Bnm  in  proportion  to  the  capital  advanced.  In  the  former  case  he 
agrees  to  share  the  risk  of  there  being  no  profit  at  all,  or  he 
becomes  a  partner.  In  the  latter  case  he  restricts  his  share  to  a 
certain  amount  previously  defined,  however  large  the  profits  may 
be,  but  he  endeavours  to  shield  himself  from  any  loss  which  may 
arise ;  and  in  this  case  the  sum  he  receives  as  a  reward  or  hire  for 
the  use  of  his  capital  is  called  Interest. 

29.  The  price  to  be  paid  for  the  service  rendered  by  the 
capitalist  does  seem  to  be  entirely  a  subject  for  private  arrangement 
between  the  parties,  just  as  much  as  the  price  paid  for  any  other 
lervioe ;  nor  does  there  appear  to  the  eye  of  common  sense  any- 
thing in  the  nature  of  things  inherently  wicked  in  any  .particular 
division  of  the  profits  they  may  agree  upon  between  themselves. 
The  service  rendered  by  lending  money  in  such  cases  may  vary  in 
intensity  according  to  circumstances,  just  as  any  other  service  may 
vary.  Nobody  thinks  it  wicked  for  a  man  to  make  1,000  per 
cent,  of  his  own  capital  if  he  can  do  so ;  nay,  those  who  do  so  arc 
frequently  looked  upon  as  the  greatest  benefactors  to  mankind. 
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Bnt  if  one  person  borrow  ci^ital  from  ano&er,  and  give  him  a 
price  for  the  service  rendered,  or  a  share  of  the  profits  in  pro- 
portion to  the  capital  advanced,  it  appears  to  mmud  people  to  alter 
the  whole  natore  of  the  transaction.  While  a  return  of  30  per 
cent,  was  quite  an  ordinary  return  in  the  way  of  trade  for  man's 
own  capital,  they  thought  it  something  essentially  wicked  for  the 
person  who  advanced  the  capital  whereby  these  profits  were  made 
to  take  more  than  5  per  cent,  for  the  use  of  it  The  above  is  a 
simple  explanation  of  the  nature  of  interest ;  and  there  certainly 
seems  no  imaginable  reason  why  such  a  contract  should  not  be  left 
to  the  private  arrangement  of  the  parties  themselves  as  other 
contracts  usually  are.  Yet  there  is  no  subject  upon  which  men 
seem  so  utterly  to  have  taken  leave  of  their  senses  as  on  that  of 
interest  and  usury.  Dante  punishes  usurers  worse  than  those  who 
denied  the  existence  of  the  Deity,  and  puts  a  whole  city  famous  for 
its  monetary  business  into  hell,  as  a  companion  to  the  cities  of  the 
plain.^  Nor  is  it  possible  to  say  whether  the  nonsense  talked  by 
Dante,  or  the  nonsense  talked  by  Aristotle  on  the  subject  of  usury, 
is  the  greater.  And  it  is  not  a  little  humiliating  to  think,  that 
within  the  last  forty  years  it  was  a  crime  punishable  by  law 
to  take  more  than  5  per  cent,  for  the  use  of  money  in  any  case 
whatever,  and  that  the  usury  laws  were  only  partially  relaxed  then, 
and  were  not  finally  abolished  till  1854.  And  in  the  most  modem 
works  on  Banking  published  in  France,  it  is  still  deemed  necessary 
to  retain  a  chapter  on  the  lawfulness  of  interest. 

80.  The  prejudice  against  the  imaginary  crime  of  usury  is  now 
so  completely  exterminated  in  this  country  that  it  would  be  a 
waste  of  time  to  trace  its  history.  But  as  it  still  prevails  in 
several  countries,  we  may  give  a  place  to  the  opinion  of  the 
celebrated  divine,  John  Calvin,  who  was,  as  flEir  as  we  know,  <me 
of  the  first  persons  to  see  through  its  absurdity ;  and  it  will  be 
seen  how  he  anticipated  Bentham's  line  of  argument- 

On  the  question  of  the  lawfulness  of  usury  being  submitted  to 
him,  he  replied  that  it  is  not  entirely  condenmed  in  any  part  of 
Scripture.  The  sense  of  the  precept  of  Christ  (Luke  vi.)  had 
been  perverted.    The  law  of  Moses  was  political,  and  not  to  be 

^  I^femOf  Ccmto  11.    The  assertion  of  the  lawfulness  of  nsarj  was  one  of 
the  articles  of  heresy  chaiiged  against  the  nnfortonate  Albigsnies. 

*  Epistoltje,  Suponaa,  Qeneva^  1575,  p.  855. 
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stretched  beyond  what  men  and  equity  woiild  bear.  There  were, 
indeed,  certain  passages  of  Scripture  in  which  the  Holy  Spirit 
inyeighs  against  nsnry.  As  in  Psakn  iv.,  12,  he  describes  a 
wicked  city,  where  nsnry  was  practised  in  public.  But,  in  fact, 
the  Hebrew  word  mes^t  fraud  in  general,  and  could  not  be  applied 
to  usury.  It  is  true  that  usury  was  mentioned  by  name,  by  the 
writer,  but  that  was  because  firaud  and  cruelty  so  often  accompanied 
it.  Ezekiel,  it  is  true,  goes  further  (xxii.,  12),  and  specifies  usury 
as  one  of  the  crimes  which  had  kindled  the  wrath  of  (rod  against 
Israel ;  but  he  uses  two  words,  one  of  which  means  usury,  and  is 
derived  from  the  same  root  as  signifies  to  devour,  and  the  other 
means  increase  or  addition. 

He  shews  that  the  Jewish  laws  and  polity  were  adapted  to  the 
Jews  only,  and  that  modem  society  in  no  way  resembles  the 
condition  of  the  Jews,  to  whom  usury  was  forbidden. 

He  treats  the  reasons  of  St.  Ambrose  and  Ghiysostom  as  of  very 
dight  weight,  and  then  says : — 

**  Money  does  not  beget  money !  What  does  the  sea  ?  What 
does  a  house,  for  the  letting  of  which  I  receiye  a  rent  ?  Does 
money  truly  grow  from  the  roof  and  walls  ?  But  the  land  also 
produces,  and  something  is  brought  from  the  sea  which  afterwards 
produces  (or  draws  forth;  Pboductign^)  money,  and  the  con- 
Tenience  of  a  house  may  be  bought  or  exchanged  for  a  certain  sum 
of  money.  If,  therefore,  more  profit  can  be  made  by  trading 
than  from  the  produce  of  any  farm,  is  he  who  has  let  some  barren 
fann  to  an  agriculturist  to  be  fdbwed  to  receive  rent  and  profit, 
and  anottier  man  not  to  be  allowed  to  receive  profit  from  money  ? 
And  if  any  one  buys  a  farm  with  money,  does  not  that  money 
generate  money  every  year  ?  Ton  would  cJlow  that  the  profit  of  the 
merchant  comes  from  his  diligence  and  industry.  Who  doubts  that 
unemployed  money  is  useless  ?  Or  that  he  who  asks  a  loan  from 
me  does  not  intend  to  keep  it  idle  when  he  has  got  it  ?  Now,  in 
truth,  that  profit  does  not  arise  from  the  money,  but  from  the 
prodnce.  Thi&Be  reasons,  therefore,  are  somewhat  subtle,  and  have 
some  plausibility ;  but  when  they  are  fully  weighed,  they  faiL  I 
therefore  conclude  that  we  are  not  to  judge  of  usury  by  any  particu- 
lar passage  of  Scripture,  but  only  by  the  law  of  equity.  This  will 
be  clearer  by  an  example.  Let  us  suppose  some  wealthy  man  with 
large  possessions  in  fismns  and   rents,  but  not  much  money, 

>  Chap,  4,  §  83. 
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Suppose  another  man,  not  so  rich,  nor  of  snch  large  possessions 
as  the  first,  but  yet  haying  more  ready  money.  The  latter  being 
about  to  buy  a  farm  with  his  own  money,  is  asked  for  a  loan  by 
the  wealthier  man.  He  who  makes  the  loan  may  stipulate  for  a 
rent  for  his  money,  and  that  the  farm  shall  be  mortgaged  to  bim 
until  the  principal  is  repaid ;  but  until  it  is  repaid,  he  will  be 
content  with  the  profit  or  usury.  Why,  then,  shall  the  first  contract 
without  a  mortgage,  but  only  for  the  profit  of  the  money,  be 
condenmed,  when  the  much  harsher  one  of  the  annual  rent,  witii 
a  mortgage  of  the  farm  is  approved  ?  And  what  else  is  it  than  to 
treat  God  like  a  child  when  we  judge  of  things  by  mere  words, 
and  not  from  the  nature  of  the  thing  itself?  As  if  virtue  and 
crimes  could  be  perceived  from  the  form  of  the  words ! " 

No  one  can  but  admire  the  daring  good  sense  of  this  argument 
in  the  mouth  of  a  di\ine,  in  defence  of  what  was  then  considered 
one  of  the  worse  crimes  men  could  be  guilty  of,  and  be  amazed 
that  these  arguments  made  scarcely  any  impression,  even  in 
Protestant  England,  for  upwards  of  200  years ! 

31.  The  progress  of  just  legislation  on  this  subject  must 
always  be  remarkable  as  an  instance  of  the  extraordinary  vis 
inertim  of  an  established  law  in  this  country,  where  no  great 
popular  passion  is  brought  to  bear  on  it,  even  where  no  great 
interests  are  enlisted  in  defending  it,  and  where  abstract  justice 
and  good  sense  are  not  made  a  popular  cry.  In  the  year  1691, 
Lock  published  his  "  Considerations  of  the  Consequences  of 
Lowering  the  Interest  of  Money,"  in  which  the  futility  of  the 
Usury  Laws  was  perfectly  demonstrated.  Smith  shewed  less  than 
his  usual  judgment  in  advocating  their  maintenance.  But  his 
doctrine  called  forth  tlie  letters  of  Bentham  upon  the  "  Defence 
of  Usury,"  as  splendid  examples  of  unanswerable  argument  as 
any  in  existence.  It  is  said  that  Smith  had  the  candour  to 
acknowledge  that  his  opinions  were  mistaken  ;  but  they  remained 
uncancelled  in  the  Wealth  of  Nations.  The  most  eminent  writers 
had  pointed  out,  not  only  their  utter  futility  to  effect  their  purpose, 
but  their  highly  mischievous  effect  in  aggravating  the  evil  they 
were  intended  to  prevent.  The  experience  of  several  commercial 
crises  had  demonstrated,  that  in  consequence  of  the  law  attempting 
to  prevent  people  paying  more  than  5  per  cent,  for  the  use  of 
money,  they  often  had  to  pay  50,   60,  or  70  per  cent,  by  the 
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metJiods  they  were  forced  to  adopt.  They  were  inyestigated  and 
oondemned  by  a  Parliamentary  Committee.  Yet  it  was  only  in 
tiie  year  1833  that  the  first  breach  was  made  in  them,  by  ex* 
empting  bills  which  had  not  more  than  three  months  to  ran  from 
their  operation,  and  by  temporary  extensions  and  prolongations 
most  ot^er  contracts  were  taken  out  of  their  operation ;  but  it  was 
only  in  1854  that  they  were  finally  swept  away  from  the  Statute 
Book.  Thus,  from  the  period  of  their  total  demolition  in  argu- 
ment till  their  total  demolition  in  fact,  a  space  of  not  less  than 
161  years  elapsed.  Such  was  the  period  it  required  even  in  this 
commercial  country  to  abolish  laws  equal  in  absurdity  to  those  of 
witdicrafb.^ 

32.  Before  we  proceed  any  further  we  must  point  out  an 
extraordinary  confdsion  into  which  Mill  has  fallen  with  reference 
to  the  common  phrase  Value  of  Money  ^ — "  It  is  unfortunate  that 
in  the  very  outset  of  the  subject  we  have  to  clear  from  our  path  a 
formidable  ambiguity  of  language.  The  Value  of  Money  is  to 
appearance  an  expression  as  precise,  as  fr'ee  from  possibility  of 
misunderstanding,  as  any  in  science.  The  value  of  a  thing  is 
what  it  will  exchange  for :  the  value  of  money  is  what  money  will 
exchange  for :  the  purchasing  power  of  money.  If  prices  are  low, 
money  will  buy  much  of  other  things,  and  is  of  high  value ;  if 
prices  are  high,  it  will  buy  little  of  other  things,  and  is  of  low 
value.  The  value  of  money  is  inversely  as  general  prices :  falling 
as  they  rise,  and  rising  as  they  fall. 

"  But  unhappily  the  same  phrase  is  also  employed,  in  the 
current  language  of  commerce,  in  a  very  different  sense.  Money, 
which  is  so  commonly  understood  as  the  synonyme  of  wealth,  is 
more  especially  the  term  in  use  to  denote  it  when  it  is  the  subject 
of  borrowing.  When  one  person  lends  to  another,  as  well  as 
when  he  pays  wages  or  rent  to  another,  what  he  transfers  is  not 
the  mere  money,  but  a  right  to  a  certain  value  of  the  produce  of 
the  country,  to  be  selected  at  pleasure ;  the  lender  having  first 
bought  the  right  by  giving  for  it  a  portion  of  his  capital.  What 
he  really  lends  is  so  much  capital ;  the  money  is  the  mere  instru- 
ment of  transfer.    But  the  capital  usually  passes  from  the  lender 

>  The  lait  triAl  for  Witchcraft  in  Great  Britain  took  place  in  1786,  the 
last  case  of  Usury  in  oar  law  books  was  in  1856. 

^  PrmcijfUs  of  Political  Economy^  B.  III.^  ch.  8,  §  1. 
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to  the  receiver  throngh  the  means  either  of  money,  or  of  an  order 
to  receire  money,  and  at  any  rate  it  is  in  money  that  the  capital 
is  commuted  and  estimated*  Hence  borrowing  capital  is  uniyer- 
sally  called  borrowing  money;  the  loan  market  is  called  the 
money  market :  those  who  have  their  capital  disposable  for  invest- 
ment or  loan  are  called  the  monied  class:  and  the  equivalent 
given  for  the  use  of  capital,  or,  in  other  words,  interest,  is  not 
only  called  the  interest  of  money,  but,  by  a  grosser  perversion  of 
terms,  the  value  of  money.  This  misapplication  of  language, 
assisted  by  some  Mlacious  appearances  which  we  shall  notice  and 
clear  up  hereafter,  has  created  a  general  notion  among  persons  in 
business  that  the  Value  of  money,  meaning  the  rate  of  interest, 
has  an  intimate  connection  with  the  Value  of  Money  in  its  proper 
sense,  the  value  or  purchasing  power  of  the  circulating  medium. 
We  shall  return  to  this  subject  before  long :  at  present  it  is  enon^ 
to  say,  that  by  Value  I  shall  always  mean  Exchange  Value,  and 
by  money  the  medium  of  exchange,  not  the  capital  whidi  is 
passed  fix)m  hand  to  hand  through  that  medium." 

88.  The  reader  has  only  to  refer  to*a  previous  chapter,^  where 
we  have  shewn  that  in  Roman  Law,  Bights  are  expreoaly  declared 
to  be  Wealth  and  Merchandise,  and  what  we  have  said  under 
Price,  Interest,  and  Discount,'  to  see  that  the  sole  conftudon  in  the 
case  has  been  created  by  Mill  himself.  Turgot  long  ago  observed 
that  the  expression  Value  of  Money  has  two  senses' — **  It  appears 
from  this  explanation  of  the  manner  in  which  money  is  sold  or  is 
lent  in  return  for  annual  interest,  that  there  are  two  ways  of 
valuing  money  in  commerce. 

"  For  buying'  and  selling,  a  certain  weight  of  money  represents 
a  certain  quantity  of  value  or  of  different  kinds  of  merchandise ; 
for  example,  an  ounce  of  money  is  equivalent  to  a  certain  quantiiy 
of  com,  or  of  a  certain  number  of  days'  labour. 

''In  loans  and  in  the  commerce  of  money,  a  capital  is  the 
equivalent  of  a  rent  equal  to  a  certain  portion  of  the  capital ;  and 
reciprocally,  an  annual  rent  represents  a  capital  equal  to  the 
amount  of  this  rent  repeated  a  certain  number  of  times,  accord- 
ing as  the  interest  is  higher  or  lower. 

''  These  two  different  modes  of  valuation  have  less  relation,  and 
depend  less  upon  each  other  than  we  might  think  at  first  sight. 

>  Chap,  ir.,  i  9.  «  Ibid,,  §  24. 

*  Sur  la  firmatian  et  la  dUiribiUion  dti  rieke$$t9,  (  76. 
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''  Money  might  be  very  abundant  in  ordinary  commerce  and 
have  very  little  yalne  in  it,  and  exchange  for  a  very  small  qnantity 
of  ocnnmoditieSy  and  the  interest  of  money  might  be  at  the  same 
time  very  high." 

And  in  §  78,  he  says  that  in  the  yalne  of  money  compared  to 
ccnnmoditieSy  it  is  the  money  considered  as  m^|al  which  is  the 
object  of  yalnation.  In  the  valuation  of  the  interest  of  money,  it 
is  the  nse  of  the  money  during  a  certain  time  which  is  the  object 
of  valnation. 

The  &ct  is  that  there  are  two  ways  in  which  the  Value  of 
money  may  be  estimated.  One  is  the  actual  quantity  of  mer* 
chandise  or  debts  that  it  may  purchase  or  be  exchanged  for ;  and 
the  other  is  the  Profit  which  may  be  made  by  its  use  in  purchasing 
either  merchandise  or  debts. 

Now,  in  speaking  of  the  Value  of  Money  with  respect  to  com- 
modities,  it  is  usual  to  speak  of  the  quantity  of  commodities  it 
▼ill  purchase ;  when  speaking  of  the  Value  of  Money  with  respect 
to  debts  it  is  usual  to  speak  of  the  Profits. 

Debt  being  a  saleable  commodity,  it  is  necessary,  as  we  have 
aheady  observed,  to  fix  upon  a  unit  of  debt  for  the  purposes  of 
ecnnmerce,  as  is  done  with  respect  to  every  other  commodity 
which  is  bought  and  sold.  The  unit  of  debt  commonly  used  is 
£100  payaUe  one  year  after  date.  If  a  sum  of  money  be  paid 
down  for  such  a  debt,  that  money  is  the  price  of  the  debt ;  and,  of 
coarse,  the  Value  of  Money  with  respect  to  debt  varies  exactly 
according  to  the  quantity  of  debt  it  will  purchase,  just  as  it  does 
in  respect  to  any  other  merchandise. 

There  are  two  ways  of  buying  and  selling  such  debt  in  com- 
merce. The  Profit  is  agreed  upon,  and  in  one  method  the  full 
sum  is  advanced,  and  in  exchange  for  that  there  is  received  the 
Sight  to  demand  the  sum  together  with  the  Profit  at  the  end  of 
the  year.    In  this  case  the  Profit  is  called  Intebest. 

In  the  other  the  Profit  agreed  upon  is  retained  by  the  lender  at 
the  time  of  the  advance,  and  the  difference  is  paid  down,  and  the 
lender,  in  exchai^  for  it,  receives  the  Bight  to  demand  the  foil 
smn  at  the  end  of  t^e  year.    In  this  method  the  Profit  is  called 

DUOOUHT. 

Thus,  if  the  tmit  of  debt  to  be  bought  is  £100  and  the  Profit 


In  the  case  of  Interest  the  lender  pays  down  £100  and  in 
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exchange  for  it  receives  the  right  to  demand  £105  at  the  end  of 
the  year. 

In  the  case  of  Discount  the  lender  pays  down  £95  and  receives 
in  exchange  the  Right  to  demand  £100  at  the  end  of  the  year. 

Now,  in  commercial  usage  it  is  very  common  to  call  the  Profit, 
the  Value  of  Money ;  and  if  the  Profit  rose  fix)m  3  to  6  per  cent., 
it  would  be  said  that  the  Value  of  money  had  doubled,  because 
twice  as  much  Profit  would  be  made  by  its  use.  Now,  when  this 
is  clearly  explained,  it  is  evident  that  there  is  no  concision  at  all 
in  the  matter.  Traders  distinctly  understand  what  they  mean  by 
using  this  form  of  expression.  An  ambiguous  term  is  where  a 
word  denotes  different  things  in  nature  which  are  not  understood 
by  those  who  use  it ;  such  as  the  word  Loan  denotes  two  operations 
of  a  distinct  nature ;  and  this  difference  is  not  observed  by  those 
who  use  it,  and  who  consequently  deduce  very  erroneous  inferences 
from  such  use.  But  many  words  have  two  distinct  meanings  in 
the  same  science,  and  when  these  different  senses  are  clearly 
understood  by  those  who  cultivate  such  sciences,  such  terms  are 
not  ambiguous,  nor  is  there  any  confusion.  Traders  perfectly 
understand  the  two  distinct  senses  in  which  the  term  Value  of 
Money  is  used,  and,  consequently,  among  them  there  is  no 
ambiguity  and  no  confusion — though  we  often  find  great  con- 
fusion among  writers  who  do  not  understand  commerce. 

In  different  points  of  view,  then,  the  term  Value  of  Money  is 
applied  to  the  Quantity  of  merchandise  of  any  sort  purchasable 
with  money ;  and  to  the  Profits  to  be  made  by  trading  with 
money :  and  when  this  is  clearly  understood  the  formula  we  have 
given  in  a  preceding  chapter  is  strictly  accurate — 

The  Value  of  Money  varies  inversely  as  Price,  and  directly  as 
Profits. 

84.  Of  the  two  methods  of  trading  in  money,  Insurance  and 
other  Companies  which  make  advances  to  landowners  and  others 
adopt  the  method  of  Interest :  but  Bankers  invariably  adopt  the 
method  of  Discount. 

Now,  as  by  interest  a  profit  of  £5  is  made  on  the  advance  of 
£100,  and  by  Discount  a  profit  of  £5  is  made  on  the  advance  of 
£95,  it  is  evident  that  Discount  is  more  profitable  than  Interest. 

So  long  as  the  Profits  are  moderate  the  difference  is  not 
very  material ;  but  when  the  Profits  become  high  the  difference 
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increases  in  an  enormous  ratio^  as  a  few  simple  examples  will 
shew. 

Suppose  a  money-lender  discounts  a  bill  at  20  per  cent.^  he 
advances  £80,  and  at  the  end  of  the  year  receives  £100 ;  and  the 
Profit  is  clearly  25  per  cent. 

If  he  discounts  a  bill  at  50  per  cent.^  he  advances  £50,  and 
at  the  end  of  the  year  receives  £100 ;  the  Profit  exactly  equals 
the  advance,  or  is  100  per  cent. 

Suppose  a  man  lent  £100  at  100  per  cent,  interest,  he  would 
receive  £200  at  the  end  of  the  year :  if  he  discounted  a  bill  at 
100  per  cent.,  he  would  advance  nothing,  and  receive  £100  at  the 
end  of  the  year ;  that  is,  the  Profit  would  be  infinite/ 

It  would  be  out  of  place  in  this  work  to  investigate  the 
mathematical  formulas  relating  to  Interest  and  Discount,  but  we 
may  give  a  table  shewing  the  difference  in  profit  made  by  these 
modes  of  trading — 

Table  shemng  the  Profits  per  cent,  and  per  annum  at 

Interest  arid  Discount. 


«q|j— —  — » 

Discount. 

Tnterett. 

Dtoooant. 

Interest. 

Dfsconnt. 

1 

1010101 

6 

6-382968 

20 

26- 

14 

1-522832 

6* 

6-961871 

30 

42-867142 

2 

2040816 

7 

7-626881 

40 

66-666666 

n 

2-564102 

7* 

8-108108 

60 

100- 

8 

3092783 

8 

8-695652 

60 

150- 

8i 

8-626943 

84 

9-311476 

70 

233. 

4 

4-166666 

9 

9-890109 

80 

400- 

4* 

4-701570 

94 

10-496132 

90 

900- 

6 

5-263157 

10 

11111111 

100 

Infinite. 

5i 

5-820105 

15 

18-823529 

— 

— 

A  consideration  of  this  table  will  shew  how  Bankers'  profits 
increase  when  discount  becomes  high ;  and  also  what  discounting 
a  bill  at  50  and  60  per  cent. — which  we  occasionally  hear  of  in 
courts  of  law — ^means. 
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85.  Snppofiingy  howeyer,  the  rate  of  intereBt  to  be  free  and 
nnfettered,  as  it  now  is,  it  is  yerj  easy  to  see  the  consideratioiia 
which  would  govern  it.  In  the  first  place,  as  the  interest  is 
always  a  part  of  the  profits  realised,  it  is  clear  that  t^e  first 
element  which  will  determine  it  will  be  the  expected  rate  <^ 
profit.  The  next  is  the  proportion  between  capital  and  the  demand 
for  it.  If  capital  be  very  scarce,  and  those  who  want  to  borrow 
it  numerous,  they,  of  course,  will  naturally  give  a  greater  pro- 
portion of  the  profits  to  the  capitalists.  But  if  capital  be  abundant^ 
and  those  who  want  to  borrow  it  be  fewer,  the  capitalists  will  have 
to  be  contented  with  a  smaller  proportion  of  the  profits,  and  the 
rate  of  interest  will  f^.  These  considerations  shew  at  once 
that  interest  conforms  to  the  rule  we  have  ah*eady  established 
for  prices,  for  the  profits  expected  to  be  realised  by  means  of 
the  capital  are  the  intensity  of  the  service  rendered ;  and  the 
number  of  those  who  want  to  borrow  compared  to  the  quantity  of 
capital  to  be  lent,  represents  the  power  of  the  buyer  oyer  the 
seller.  Hence,  interest  yaries  directly  as  the  profits,  and  inyersely 
as  the  proportion  of  the  supply  to  the  demand. 

The  preceding  considerations  shew  that  the  Interest  of  money 
is  precisely  analogous  to  the  Rent  paid  by  a  &rmer  to  a  landlord. 
They  are  each  of  them  paid  out  of  the  profits  realised,  and  they 
are  the  hire  paid  by  the  borrower  for  the  use  of  trading  capital, 
and  they  generally  bear  some  proportion  to  the  profits,  but  what 
proportion  that  will  be,  is  modified  by  particular  circumstances  in 
each  case. 

These  considerations  contain  the  general  principles  whidi 
govern  interest  under  ordinary  circumstances,  but,  of  course,  in 
times  of  great  commercial  difficulty,  both  general  and  particular 
sums  are  paid  for  the  use  of  money  very  much  higher  than  the 
usual  rates,  which  are  also  called  interest;  but  these  are  ex- 
ceptional cases,  and  are  paid,  not  out  of  the  legitimate  profits  of 
business,  but  for  some  great  exigence,  as  for  the  use  of  sums  for 
a  short  time  to  stave  off  ruin,  or  other  penalties  which  may  attach 
to  a  trader  for  failing  to  meet  his  engagements.  The  sums  paid 
in  such  abnormal  instances  are  not  fairly  to  be  called  interest.  It 
is  evident  that  interest  cannot  continue  for  any  time  to  exceed 
profits,  any  more  than  cost  of  production  can  continue  to  exceed 
value.  If  it  does,  the  supply  of  commodities  will  be  limited  until 
the  value  exceeds  the  cost :  so  if  interest  exceeds  profits  production 
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will  be  limited  nntS  tiie  profits  are  raised.  Hence,  the  most 
powerfdl  method  of  cnrbing  over-prodnction  is  to  raise  the  rate  of 
discount  so  as  to  annihilate  profits. 

86.  We  must  also  observe,  that  tiiongh  rent  and  interest  are 
analogous  in  their  nature,  so  &r  as  they  are  each  the  remuneraticm 
paid  for  the  temporaiy  use  of  a  species  of  capital,  yet  they  proceed 
in  oppesite  directions  in  the  progress  of  society,  the  reason  of 
whidi  is  yery  obvious.  In  an  early  stage  of  society  land  is  very 
abundant,  and  food  is  very  abundant,  consequently  when  every  one 
can  buy  land  for  himself,  he  will  not  hire  any,  and  even  if  he 
does,  the  rent  must  be  very  low,  because  the  price  of  food  out  of 
which  rent  comes  is  very  low.  On  the  other  hand,  capital  or 
money  is  very  scarce,  and  there  is  a  great  demand  for  it  as  well  as 
for  labour,  consequently  wages  and  interest  will  be  very  high. 
But  as  population  and  wealth  increase,  the  land  becomes  more 
scarce,  and  the  demand  for  food  increases,  which  raises  the  price 
of  food.  There  is  less  land  to  be  sold,  and  its  price  is  much 
higher,  consequently  many  persons  who  prefer  that  mode  of  life, 
and  amnot  afford  to  buy  land,  are  obliged  to  hire  it  and  pay  rent 
for  it,  and  as  the  price  of  food  increases,  rent  increases  too.  On 
the  other  hand,  each  successive  generation  adds  to  the  accumula- 
tion of  capital;  the  number  of  persons  who  have  disposable 
capital  to  lend  increases,  and  this  naturally  diminishes  interest, 
more  especially  as  profits,  out  of  which  interest  is  paid,  also 
naturally  diminish  from  the  effects  of  competition.  The  fact  is, 
that  these  two  species  of  capital,  land  and  money,  are  subject  to 
inverse  conditions  in  the  progress  of  society.  The  demand  for 
land  increases  £Euster  than  the  supply,  the  supply  of  money 
increases  £Euster  than  the  demand. 

These  are  the  causes  which  permanently  govern  the  market  rate 
cf  interest  in  different  countries ;  but  in  the  same  country  the 
market  rates  of  different  species  of  securities  differ,  and  their 
rates  vary  trom  time  to  time  according  to  circumstances ;  but  yet 
they  will  all  be  found  to  be  governed  by  one  general  rule. 

In  oonsidering  the  question  we  have  hitherto  not  admitted  any 
idea  of  tlie  danger  of  the  security,  but  we  have  supposed  the 
investment  to  be  perfectly  safe ;  and  it  is  only  the  sum  paid  and 
received  for  the  use  of  the  money  under  a  full  sense  of  the  security 
of  the  investment  that  should  be  strictly  termed  interest    But 
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almost  all  inyestments  are  subject  to  more  or  less  risk,  and  the  smn 
receiyed  mider  the  denomination  of  interest  mnst  include  two 
elements,  one  the  actnal  hire  for  the  money,  and  the  other  as  a 
premium  of  insurance  on  the  risk,  and  just  as  this  risk  is  greater, 
80  must  the  premium  be  higher.  Interest  will  be  found  to  be 
exactly  analogous  to  rent  or  hire  described  in  Chapter  lY.,  §  82. 
It  was  there  seen  that  the  rent  or  hire  of  any  article  comprised 
two  elements,  one  the  profits  of  the  capital  inyested  in  it,  tte  other 
to  replace  the  deterioration  or  wear  and  tear  of  the  artide  itself. 
Now,  bad  debts  and  losses  in  trade  may  be  considered  as  Aa 
deterioration  or  wear  and  tear  of  capital.  And  the  sum  paid  for 
the  use  of  money  in  a  particular  employment  must,  in  a  similar 
way,  comprehend  one  element  for  the  simple  profits,  and  the  other 
sufficient  to  coyer  the  usual  losses  and  risks  of  that  mode  of 
inyestment.  If  one  business  is  more  hazardous  than  another,  it 
is  quite  clear  that  no  capitalist  will  lend  his  capital  to  that  em- 
ployment unless  he  receives  in  the  long  run  enough,  not  only  to 
giye  the  profits  of  capital,  but  also  to  coyer  the  losses  and  replace 
the  wear  and  tear,  or  deterioration,  of  capital.  Hence,  the  rate 
of  interest  will  always  rise  in  proportion  to  the  risk  of  the 
security,  and  hence  there  must  always  be  in  the  same  country,  and 
at  the  same  time,  a  different  market  rate  of  interest  for  every 
investment  of  a  different  degree  of  security,  just  as  there  is 
always  a  different  rate  of  hire  or  rent  for  articles  of  different 
degrees  of  perishability.  But  these  different  rates  will  always 
rise  and  fidl  together. 

87.  We  may  look  at  the  question  in  another  light.  Lending 
out  money  at  interest  may  be  regarded  as  the  purchase  of  an 
annuity,  to  last  for  a  longer  or  a  shorter  period,  according  to  the 
agreement  of  the  parties.  Hence,  in  purchasing  such  an  annuity, 
the  price  of  it  has  to  be  considered  just  in  the  same  way  as  the 
price  of  anything  else.  Now,  it  is  quite  evident  that  the  value  of 
the  annuity  must,  in  a  great  measure,  depend  upon  its  certainty  of 
being  paid,  or  upon  its  security ;  and  if  there  be  one  species  of 
security  more  certain  than  another,  it  is  quite  clear  that  the 
former  is  a  service  of  greater  intensity  than  the  latter,  and  must 
be  paid  for  accordingly.  Thus,  we  may  say,  that  a  person  who 
offers  to  take  money  at  interest  wants  to  sell  an  annuity  to  the 
lender  of  money,  and  just  in  proportion  as  the  security  he  can  ofier 
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IB  goody  80  will  beget  a  higher  price  for  it ;  so  that  the  interest  of 
YDxmej  paid  by  mb  borrower  will  be  jast  in  proportion  to  the 
risk  ran.  Thus,  money  may  be  lent  to  merchants,  to  landowners, 
or  to  government.  Now,  merchants  are  always  subject  to  nn- 
forefleen  disasters,  nol  only  from  their  own  speculations,  which 
may  torn  out  unfortunate,  but  they  are  usually  so  inyolved  with 
others  that  they  are  always  liable  to  suffer  from  the  faults  or 
misfoitq^es  of  others ;  consequently  there  is  always  some  risk  in 
lending  them  money.  The  owner  of  land  is  exempt  from  many 
ot  the  risks  a  merchant  is  exposed  to ;  he  is  not  generally  involved 
witii  others  in  his  business,  but  his  prosperity  is  based  upon  the 
land  itself,  and,  as  long  as  that  is  judiciously  managed,  it  gives 
finrth  a  sure  increase,  unless  under  the  effects  of  some  temporary 
dispensation  of  Providence.  Consequently  the  security  for  the 
payment  of  an  annuity  based  upon  the  increase  of  the  earth  is  far 
greater  than  one  which  is  liable  to  the  casualties  of  commerce.  A 
considerably  hi^er  price,  therefore,  will  generally  be  given  for  an 
annuity  whose  security  depends  upon  land  than  upon  commerce, 
that  is,  a  landowner  can  usually  borrow  on  cheaper  terms  than  a 
trader.  The  Government  of  this  country,  again,  is  considered  to 
be  more  secure  than  either  land  or  commerce ;  consequently,  by 
the  same  rule,  an  annuity  purchased  from  the  Government  should 
asnally  cost  more  than  either  of  the  two  former  ones.  And  this 
exactly  corresponds  with  the  fact ;  the  interest  obtained  by  invest- 
ing money  in  the  funds  is.  usually  lower  than  what  is  obtained 
eitlier  from  mortgage  on  land  or  on  mercantile  security. 

We  may,  therefore,  consider  that  the  price  paid  for  the  use  of 
the  money  always  includes  these  two  elements,  one  of  which  is  the 
£iir  earnings  of  the  money  itself,  and  the  other  is  the  insurance  to 
cover  the  risk  of  the  loan  to  the  lender.  Each  of  these  varies  at 
different  times,  according  to  the  particular  person  to  whom  the 
money  is  lent,  and  the  total  effect  will  vary  accordingly,  and  it 
is  sometimes  not  easy  to  discriminate  the  effects  due  to  each 
separate  cause. 

These,  then,  are  the  circumstances  which  determine  the  rela- 
tive market  rates  of  interest  on  different  species  of  security  in  any 
country  at  the  same  time.  If  the  rates  of  interest  be  observed  at 
any  pioiicular  time,  the  difference  arises  solely  from  the  difference 
in  the  estimated  safety  of  the  species  of  security.  And  it  will 
ako  be  found,  that  if  the  rates  in  the  same  species  of  security 
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yary^  it  is  becanse  tihere  is  more  danger  than  nsnal  in  the  pai^  . 
ticular  security  offered  by  an  indiyidual.  Thns,  in  the  epeoim  of 
security  offer^  by  (JoyemmentBy  which  are  nsoally  called  ftuifls^ 
the  price  of  an  annuity  of  £3  a  year  from  the  English  QoyeriL- 
ment  is  seldom  much  under  £100,  while  no  one  would  give  moro 
than  £80  or  £35  for  a  similar  one  from  the  dishonest  and 
bankrupt  (Joyemment  of  Spain.  That  is,  the  English  OoTem* 
ment  can  borrow  money  at  Uttle  more  than  three  per  cei^  while 
the  Spanish  Goyemment  can  scarcely  do  so  at  nine,  l^e  same 
may  be  said  in  a  greater  or  less  degree  of  every  one  of  t^ 
European  Gtoyemments,  and  the  prices  of  annuities  to  be  paid  1^ 
them  vary  exactly  in  proportion  to  the  supposed  honesty  or 
capacity  of  each  to  Mfil  its  agreements.  It  is  oniyersally  tme, 
that  the  value  of  the  different  kinds  of  annuities  at  the  same  tune, 
and  in  the  same  market,  will  vary  exactly  in  proportion  to  the 
estimated  security  of  each.  But  this  is  by  no  means  the  case,  if 
the  observation  be  made  at  different  times,  because  the  value  of 
money  itself  changes  from  time  to  time,  like  that  of  any  other 
commodity,  and  accordingly  the  price  paid  for  its  use  will  vary 
according  to  that  value,  so  that  the  interest  received  from  the 
most  secure  species  of  investment  at  one  time,  may  exceed  that '  ^ 
usually  paid  for  the  least  secure  species  at  another  time,  and  this 
difference  in  value  will  be  caused  by  an  alteration  in  the  relation 
of  supply  and  demand,  in  accordance  with  the  general  principkB 
that  govern  price.  Thus,  when  commerce,  is  stagnant,  or  there  is 
a  superabundance  of  money  that  cannot  find  employment,  the 
competition  for  lending  it  increases,  and  the  power  of  the  bor- 
rower increases  over  each  lender.  On  the  other  hand,  when 
commerce  is  active,  there  are  more  persons  who  wish  to  borrow, 
and,  of  course,  the  price  will  rise  in  proportion  to  the  increase  in 
the  demand,  and  this  will  cause  a  rise  in  the  market  rate  of  all 
securities. 

When  this  general  change  takes  place  in  the  market  rate  of 
interest,  it  by  no  means  implies  that  the  securities  are  more 
dangerous  at  one  period  than  another,  but  only  that  money  itaelf 
has  risen  in  value,  and  the  different  species  of  securities  will 
preserve  the  same  relative  differences  as  before. 

A  fall  in  the  rate  of  interest  is  so  far  from  proving  the  safety 
of  the  security  that  it  will  frequentiy  be  found  to  be  worst,  when 
interest  has  been  ^uch  depressed  below  the  usual  rate.    Because 
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when  that  happens  all  sortB  of  wild  schemes  and  speculations  are 
let  afloat)  partly  on  acoonnt  of  the  nndue  facility  of  obtaining 
capitai,  and  partly  because  when  interest  is  so  much  depressed 
there  are  so  many  persons  who  live  upon  the  interest  of  their 
money  who  become  so  distressed  by  the  diminution  of  their 
inocNDoea,  they  are  tempted  to  embark  in  all  sorts  of  hazardous 
adiemes  whidi  promise  a  better  profit.  All  the  great  commercial 
CDses  aClate  years  have  been  preceded  by  a  continued  and  unusual 
dqpreflBion  in  the  rate  of  interest.  On  the  other  hand,  when  it 
nK8  mndi  higher  than  usual  it  puts  a  stop  to  a  great  deal  of 
kigitaniate  business  in  a  manner  that  is  very  injurious  to  the 
country.  It  is  cleariy^  then^  most  for  the  pubUc  advantage  that 
the  interest  of  money  should  neither  be  so  low  as  to  tempt  persons 
to  embark  in  dangerous  speculations,  nor  so  high  as  to  impede 
real  and  useftd  industry. 

SB.  The  expression.  Value  of  Money,  being  applied  to  the 
purchase  of  two  distinct  species  of  articles  in  commerce,  namely, 
the  ratio  which  a  given  quantity  of  money  bears  to  a  given 
quantity  of  conmiodities,  and  also  to  the  price  of  debts,  which  is 
measured  by  the  discount,  has  given  rise  to  some  considerations  of 
a  Kunewhat  subtle  nature,  which  we  must  endeavour  to  unravel. 
We  have  shewn  that  the  rate  of  interest,  or  discount,  depends 
upon  tiie  quantity  of  debts  offered  for  sale,  compared  to  the 
quantity  of  capital  to  buy  them  with,  just  in  the  same  way  as  the 
exchangeable  relations  of  money  and  commodities  are  found  to  be 
influenced.  It  might  appear  therefore  at  first,  that  a  great 
increase  in  the  Quantity  of  the  precious  metals  which  leads  to  a 
diminution  of  the  value  of  money  with  respect  to  one  of  these 
irtides  of  conmierce,  should  also  necessarily  lead  to  a  diminution 
of  the  value  of  money  with  respect  to  the  other.  That  is  to  say, 
far  instance,  if  the  value  of  money  were  so  diminished  with  respect 
to  commodities,  that  it  required  double  the  quantity  of  bullion  to 
purchase  any  given  conmiodities,  that  the  rate  of  interest  or 
discount  ought  to  fall  to  one  half.  And  conversely,  that  if  there 
was  such  an  increase  of  capital  that  the  value  of  money  dimin- 
lAed  so  much  in  purchasing  debts,  that  the  rate  of  interest,  or 
disooont,  fell  to  one  half,  that  therefore  the  quantity  of  bullion 
neoeasary  to  purchase  commodities  should  be  doubled.  It  would 
appear  tiiat  such  an  idea  that  the  value  of  money  should  diminish 
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to  one  half  with  respect  to  commodities  and  remain  the  same  with 
respect  to  disconnt,  was  paradoxical,  and  self-contradictory. 

Accordingly  Adam  Smith  says^  that  several  eminent  writers  have 
maintained  that  the  increase  of  the  quantity  of  gold  and  silyer  in 
consequence  of  the  discovery  of  the  South  American  mines  was 
the  real  cause  of  the  lowering  of  the  rate  of  interest  through  the 
greater  part  of  Europe.  Those  metals,  they  say,  having  become  of 
less  value  (i.  e.y  of  less  purchasing  power  with  respect  to  com- 
modities) themselves,  the  use  of  any  particular  portion  of  them 
became  of  less  value  too,  and  consequently  the  price  which  should 
be  paid  for  it.  Adam  Smith  says — "The  following  very  short 
and  plain  argument,  however,  may  serve  to  explain  more  distinctly 
the  fallacy  which  seems  to  have  misled  those  gentlemen.  Before 
the  discovery  of  the  Spanish  West  Indies,  ten  per  cent,  seems  to 
have  been  the  common  rate  of  interest  through  the  greater  part  of 
Europe.  It  has  since  that  time  in  different  countries  sunk  to  six, 
five,  four,  and  three  per  cent.  Let  us  suppose  that  in  every  par- 
ticular country,  the  value  of  silver  has  sunk  precisely  in  the  same 
proportion,  and  that  in  those  countries,  for  example,  where  interest 
has  been  reduced  from  ten  to  five  per  cent,  the  same  quantity  of 
silver  can  now  purchase  just  half  the  quantity  of  goods  which  it 
could  have  purchased  before.  This  supposition  will  not,  I  believe, 
be  found  any  where  agreeable  to  the  truth,  but  it  is  the  most 
favorable  to  the  opinion  which  we  are  going  to  examine,  and  even 
upon  this  supposition  it  is  utterly  impossible  that  the  lowering  of 
the  value  of  silver  could  have  the  smallest  tendency  to  lower  the 
rate  of  interest.  If  a  hundred  pounds  are  in  those  countries  now 
of  no  more  value  than  fifty  pounds  were  then, 'ten  pounds  must 
now  be  of  no  more  value  than  five  pounds  were  then.  Whatever 
were  the  causes  which  lowered  the  value  of  the  capital,  the  same 
must  necessarily  have  lowered  that  of  the  interest,  and  exactly  in 
the  same  proportion.  The  proportion  between  the  value  of  tiie 
capital  and  that  of  the  interest  must  have  remained  the  same 
though  the  rate  had  never  been  altered.  By  altering  the  rate,  on 
the  contrary,  the  proportion  between  those  two  values  is  necessarily 
altered.  If  a  hundred  pounds  are  worth  now  no  more  than  fifty 
were  then,  five  pounds  can  be  worth  no  more  than  two  pounds  ten 
shillings  were  then.  By  reducing  the  rate  of  interest,  therefore, 
ftom  ten  to  five  per  cent,  we  give  for  the  use  of  a  capital  which  iff 

*   Wealth  of  Katiom,  B.  IL,  ck.  4. 


I38.J  HUME   ON   BATE   OF  INTEREST.  85 

snpposed  to  be  eqnal  to  one  half  of  its  former  valae,  an  intereBt 
which-  is  equal  to  one  fourth  only  of  the  value  of  the  former 
interest."  The  fact  is  simply  this,  that  the  interest  comprehends 
two  elements,  one  part  of  the  profits  paid  for  the  use  of  the  money, 
the  otlier  as  insurance  for  the  risk  of  loss.  Now,  no  diminution  in 
the  value  of  money  with  respect  to  commodities  can  make  the 
slightest  dLEference  in  respect  to  these  two  elements.  Whatever 
the  quantity  of  goods  be,  more  or  less,  that  £100  will  purchase, 
the  part  of  the  profits  paid  for  the  use  of  the  money  will  still  be 
Ae  proportion  of  the  £100.  Nor  can  any  alteration  in  the  value 
of  money  have  the  slightest  effect  in  influencing  the  nsk  of  the 
transaction.  Whether  the  usual  price  of  goods  be  £100  or  £50,  it 
can  make  no  difference  in  the  proportion  of  the  profits  agreed  to  be 
paid  for  the  use  of  £100,  nor  in  the  risk,  consequently  it  can  have 
no  influence  whatever  on  the  rate  of  interest.  The  evident  proof  of 
this  is,  that  in  America,  where,  of  course,  money  has  diminished 
in  value  with  respect  to  commodities  just  as  in  the  rest  of  the 
world,  10  per  cent,  is  quite  a  conmion  rate  of  discount  for  the  best 
mercantile  paper.  In  Galifomia,  where  bullion  was  almost  a 
drug,  during  the  six  years  ending  185G,  interest  varied  from  1^ 
to  2  and  8  per  cent,  per  month,  or  from  18  to  24  and  36  per 
cent,  per  annum. 

Hume  also  observes  the  same  thing  ^ — *^  Nothing  is  esteemed  a 
more  certain  sign  of  the  flourishing  condition  of  any  nation  than 
the  lowness  of  interest :  and  with  reason,  though  I  believe  the 
cause  is  somewhat  different  from  what  is  commonly  apprehended. 
Lowness  of  interest  is  commonly  ascribed  to  plenty  of  money. 
But  money,  however  plenty,  has  no  other  effect,  if  fixed,  than  to 
raise  the  price  of  labour.  Silver  is  more  common  than  gold,  and 
therefore  you  receive  a  greater  quantity  of  it^or  the  same 
oonmiodities.  But  do  you  pay  less  interest  for  it  ?  Interest  in 
Batavia  and  Jamaica  is  at  10  per  cenU^  in  Portugal  at  6,  though 
these  places^  as  we  may  learn  from  the  prices  of  everything, 
abound  more  in  gold  and  silver  than  either  London  or  Amsterdam. 

**  Were  all  the  gold  in  England  annihilated  at  once,  and  one 
and  twenty  shillings  substituted  in  the  place  of  every^j^nea, 
would  money  be  more  plentiful,  or  interest  lower?  No  surely: 
we  should  only  use  silver  instead  of  gold.  Were  gold  rendered  as 
common  as  silver,  and  silver  as  common  as  copper,  would  money 
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be  more  plentifdly  or  interest  lower  ?  We  may  assmredly  give  the 
same  answer.  Oar  shillings  would  then  be  yellow^  and  our  half- 
pence white ;  and  we  should  have  no  goineas.  No  other  difference 
wonld  ever  be  obserred ;  no  alteration  on  commerce,  mannfactureSy 
nayigadon,  or  interest ;  unless  we  imagine  that  the  colour  of  the 
metal  is  of  any  consequence. 

**  Now,  what  is  so  visible  in  these  greater  yariations  of  scarcity 
or  abundance  in  the  precious  metals  must  hold  in  all  inferior 
changes.  If  the  multiplying  of  gold  and  silver  fifteen  tdmes 
makes  no  difference,  much  less  can  the  doubling  or  tripling  them. 
All  augmentation  has  no  other  efiect  than  to  heighten  the  price  of 
labour  and  commodities:  and  even  this  variation  is  little  more 
than  that  of  a  name.  In  the  progress  towards  these  changes,  the 
augmentation  may  have  some  influence  by  exciting  industry,  but 
after  the  prices  are  settled,  suitably  to  the  new  abundance  of  gold 
and  silver,  it  has  no  manner  of  influence. 

''An  efiect  always  holds  proportion  with  its  cause.  Prices 
have  risen  near  four  times  since  the  discovery  of  the  Indies :  and 
it  is  probable  gold  and  silver  have  multiplied  much  more.  Bid 
interest  hcut  not  fallen  much  above  half.  The  rate  of  interest 
therefore  (!)  is  not  derived  from  the  quantity  of  the  precious 
metals. 

''  Money  having  chiefly  a  fictitious  value,  the  greater  or  less 
plenty  of  it  is  of  no  consequence,  if  we  consider  a  nation  wiUiin 
itself :  and  the  quantity  of  specie,  when  once  fixed,  though  ever 
so  large,  has  no  other  effect  than  to  oblige  every  one  to  tell  out  a 
greater  number  of  those  shining  bits  of  metal  for  clothes,  ftimi- 
ture,  or  equipage,  without  increasing  any  one  convenience  of  life. 
If  a  man  borrow  money  to  build  a  house,  he  then  carries  home  a 
greater  load  :4|^ecause  the  stone,  timber,  lead,  glass,  &C.,  with  the 
labour  of  the  masons  and  carpenters,  are  represented  by  a  greater 
quantity  of  gold  and  silver.  But  as  these  metals  are  considered 
diiefly  as  representations,  there  can  no  alteration  arise  fix>m  their 
bulk  or  quantity,  their  weight  or  colour,  either  upon  their  real 
value  or  their  interest.  The  same  interest,  in  all  cases,  bears  the 
same  proportion  of  the  sum.  And  if  you  lent  me  so  much  labour 
and  so  many  commodities,  by  receiving  five  per  cent,  you  always 
receive  proportional  labour  and  commodities,  however  represented, 
whether  by  yellow  or  white  coin,  whether  by  a  pound  or  an  ounce. 
It  is  in  vain,  therefore,  to  look  for  the  cause  of  the  fall  or  rise  of 
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interest  in  the  greater  or  lees  quantity  of  gold  and  silver  which  is 
fixed  in  any  nation. 

^  High  interest  arises  finom  three  circnmstances :  a  great  demand 
for  borrowing,  little  riches  to  supply  that  demand,  and  great  profits 
arising  firom  commerce :  and  the  circumstances  are  a  clear  proof 
of  the  small  advance  of  commerce  and  industry,  not  of  the 
scarcity  of  gold  and  silver.  Low  interest,  on  the  other  hand, 
proceeds  from  the  Ihree  opposite  circumstances :  a  small  demand 
fixr  borrowing;  great  riches  to  supply  that  demand;  and  small 
profits  arising  from  commerce:  and  these  circumstances  are  all 
connected  together,  and  proceed  from  the  increase  of  industry  and 
commerce,  not  of  gold  and  silver." 

We  see  in  the  above  extract  that  Hume  is  not  consistent  with 
hiTnuftlf-  He  first  asserts  that  an  increase  of  the  quantity  of  money 
can  have  no  effect  on  the  rate  of  interest,  and  he  then  admits  that 
the  rate  of  interest  had  fallen  one  half  since  the  discoveries  in 
America :  and  afterwards  he  expressly  admits  that  the  abundance 
of  riches  to  supply  the  demand  for  borrowing  lowers  the  rate  of 
interest. 

89.  As,  then,  it  is  unquestionably  certain  that  a  diminution  in 
the  value  of  money,  both  with  respect  to  debts  and  commodities, 
may  be  caused  by  an  increase  of  capital  or  money,  it  becomes  a 
very  important  and  a  rather  subtle  question,  to  determine  under 
what  circmnstances  either  or  both  of  these  results  is  produced. 
And  it  is  a  question  of  peculiar  interest  at  the  present  time,  when 
the  abundance  of  the  Australian  and  Galifomian  gold  fields  would 
lead  many  persons  to  expect  a  similar  alteration  of  value  as  took 
place  at  the  discovery  of  America. 

We  do  not  speak  of  Australia  and  Califomia  tlppmselves,  where 
gold  was  a  positive  drag  for  some'  time,  but  of  md  effects  which 
may  be  anticipated  in  the  old  established  countries  of  Europe.  It 
is  evident  that  as  an  increase  in  the  quantity  of  money  is  capable 
of  acting  on  its  value,  both  with  regard  to  debts  and  conmiodities, 
its  first  effects  wiU  be  manifested  in  respect  of  that  on  Whidi  it  first 
acts.  Now,  under  the  artificial  system  of  the  currency  produced 
by  modem  banking,  the  supplies  of  gold  invariably  find  their  way 
into  banks  in  the  first  instance.  And  the  business  of  banking,  as 
we  have  seen,  consists  in  buying  debts  in  a  peculiar  way.  Now, 
tiie  banks  having  an  unusual  quantity  of  money  lodged  with  them. 
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are  of  coarse  eager  to  employ  it  profitably^  and  in  order  to  do  thia 
they  lower  the  rate  of  disocmnt,  sL  e.y  they  give  a  higher  price  for 
debts.  Now,  though  a  bill  of  exchange  in  ita  proper  senae  always 
represents  a  past  operation,  yet  they  are  brought  for  sale  to  bankers 
chiefly  for  the  sake  of  fimds  to  emfdoy  in  a  fatore  operation.  Now, 
leaving  out  of  the  question  any  part  of  the  rate  of  discount  which 
may  be  due  to  the  risk,  a  high  rate  of  discount  is  a  proof  and  a 
sign  of  the  activity  of  enterpEJse.  And  whenever  the  high  rate  of 
discount  arises  &om  the  activity  of  enterprise,  it  may  be  laid  down 
as  a  certainty  that  there  is  abundance  of  enterprise  ready  to  start 
into  existence,  and  which  is  only  curbed  by  the  high  rate  of  disr 
count.  As  soon  as  the  rate  of  discount  is  lowered,  this  enterprise 
is  called  into  existence,  and  new  operations  of  all  kinds  are  coift- 
menced ;  and  as  tlie  increase  of  operaticms  just  corresponds  to  the 
increase  of  capital,  no  diminution  in  the  value  of  money,  with 
respect  to  commodities,  takes  place,  though  it  does  mth  respect  to 
debts.  An  example  of  the  truth  of  what  we  say  occurred  in  the 
year  184^,  when  from  various  circumstances  an  unusual  quantity 
of  capital  was  accumulated  in  the  hands  of  bankers,  and  the  rate 
of  discount  fell  to  two  per  cent.,  but  no  increase  in  the  prices  of 
goods  generally  took  place ;  that  is,  there  was  a  great  diminution 
in  the  value  of  money  with  re^ct  to  debte,  but  no  diminution  ia 
its  value  with  respect  to  commodities. 

40.  But  however  enterprising  the  country  may  be,  there  is  a 
limit  to  its  enterprise,  and  as  soon  as  that  limit  is  reached,  an 
increased  quantity  of  money  can  lead  to  no  fresh  enterprise ;  the 
consequence  of  which  is  very  manifest.  The  quantity  of  money 
being  continually  added  generates  no  fresh  enterprise,  is  foroed 
into  the  previoply  existing  channel  of  circulation,  as  it  is  called, 
and  having  no*  fresh  work  to.  do,  it  merely  requires  a  greater 
quantity  of  money  to  do  the  same  work  that  a  less  quantity  did 
before.  That  is  to  say,  a  diminution  in  the  value  of  money  with 
respect  to  commodities  takes  place.  One  hundred  poimds  perhaps 
will  now  only  do  the  same  work  that  fifty  did  before,  a  permanent 
alteration  takes  place  in  the  exchangeable  relations  of  bullion  and 
commodities,  and  the  rate  of  interest  mil  spring  back  to  its  former 
level  Because,  as  we  have  already  observed,  the  interest  is  always 
a  definite  portion  of  the  profits.  And  the  ratio  of  £5  to  JBlOO 
must  always  be  the  same,  whatever  quantity  of  goods  that  £100 
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will  pnrchasey  be  it  mudi  or  little.  We  therefore  obtain  this 
fdndamental  law  of  the  e£fect  of  the  increase  of  the  quantity  of 
money :  TTuit  as  long  as  the  increase  of  (he  quantity  of  capital 
affects  the  value  of  money  with  respect  to  debts,  it  has  no  effect  on 
its  value  with  respect  to  commodities:  and  as  soon  as  it  begins  to 
affect  its  value  with  respect  to  commodities  it  ceases  to  affect  its 
value  with  respect  to  debts.  We  hare  illustrated  the  first  part 
of  this  proposition  by  a  referenpi  to  the  case  of  England  in 
1844,  as  a  proof  of  the  truth  of  the  latter  part  of  it,  we  may  take 
the  cases  of  California  and  Australia,  where  the  exchangeable 
relation  of  bullion  and  commodities  were  so  very  different  from 
England,  yet  the  rate  of  interest  is  very  much  higher, 

41.  Hume  says^ — "Nor  is  the  case  difierent  with  regard  to 
the  second  circumstance  which  we  propose  to  consider,  namely,  the 
great  or  little  riches  to  supply  the  demand.  This  e£fect  also 
depends  on  the  habits  and  ways  of  living  of  the  people,  not  on 
the  quantity  of  gold  and  silyer.  In  order  to  have  in  any  State  a 
great  number  of  lenders,  it  is  not  sufficient  nor  requisite  that  there 
be  great  abundance  of  the  precious  metals.  It  is  only  requisite 
that  the  property  or  command  of  that  quantity,  which  is  in  the 
State,  whether  great  or  small,  should  be  collected  in  particular 
hands,  so  as  to  form  considerable  sums,  Mr  compose  a  great  moneyed 
interest.  This  begets  a  number  of  lenders,  and  sinks  the  rate  of 
usury;  and  this  I  shall  venture  to  affirm,  depends  not  on  the 
quantity  of  specie,  but  on  particular  manners  and  customs,  which 
make  itie  specie  gather  into  separate  sums  or  masses  of  con- 
siderable value." 

In  this  extract  Hume  has  touched  the  right  point.  It  depends 
on  the  manner  in  which  money  is  used  whether  it  produces  a  &11 
in  the  rate  of  interest  or  not.  He  himself  in  this  essay  quotes 
Oarcilasso  de  la  Yaga  as  saying  that  interest  in  Spain  fell  nearly 
a  half  immediately  after  the  discovery  of  the  West  Indies. 

The  fact  is  that  both  these  phenomena — a  raising  of  the  price 
of  commodities,  and  a  raising  of  the  price  of  debts,  i.  e.,  a  lowering 
of  the  Bate  of  Interest,  are  examples  of  the  great  General  Law  of 
Economics.  An  increased  quantity  of  money  may  be  used  in  two 
distinct  ways — either  in  the  purdiase  of  commodities,  or  in  the 
purchase  of  debts.     If  it  is  entirely  used  in  the  purchase  of 

*  Etsay  on  InUrcBt, 
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oommoditiefl,  and  they  are  not  increafled  in  a^dmilar  ratio^  the  only 
effect  can  be  a  general  rise  of  prices ;  and  no  change  can  take 
place  in  the  rate  of  interest :  bnt  if  the  increased  qnantity  of 
money  be  used  in  the  purchase  of  debts,  for  a  similar  reason^  the 
inevitable  effect  will  be  a  raising  of  the  price  of  debts,  i.  $.,  a 
lowering  of  the  rate  of  interest.  But  as  commercial  debts  are 
nsnally  created  for  the  purpose  of  increasing  the  production  of 
commodities,  such  a  use  of  money  does  call  an  increased  quantity 
of  commodities  into  existence ;  and,  consequently,  no  change  ift 
the  yalue  of  money  with  respect  to  them  need  occur.  i: 

And,  of  course,  if  the  increased  quantity  of  money  be  used 
partly  to  purchase  commodities,  and  partly  to  pturchase  debts,  both 
effects  wiU  be  produced :  the  price  both  of  oonmiodities  and  debts 
will  be  raised;  neither  howeyer  so  much  as  if  the  increased 
quantity  of  money  were  used  exclusively  in  either  way.  There- 
fore the  prices  of  commodities  will  be  raised  and  ibe  rate  of 
interest  will  be  lowered.  And  this  is  exactly  what  did  happen 
after  the  discovery  of  America.  Hume  and  many  other  writers 
have  observed  that  though  the  prices  of  all  things  rose  greatly,  they 
did  not  rise  in  proportion  to  the  increased  quantity  of  money. 
Smith  and  Hume  also  say  that  numerous  writers  observed  that  the 
rate  of  interest  also  fell  very  considerably.  The  reason  of  these 
two  effects  is  perfectly  pUdn.  Part  of  the  increased  quantity  of 
money  was  us^  to  purchase  commodities  directly,  and  part  was 
used  to  purchase  debts ;  and  consequently  the  price  of  both  was 
raised;  that  is,  the  price  of  commodities  rose  and  the  rate  of 
interest  fell. 

The  truth  of  these  remarks  is  shewn  by  the  immense  raising  of 
the  price  of  debts,  t .  e.,  lowering  the  rate  of  discount,  the  im- 
mensely increased  production  of  commodities  of  all  kinds,  and  the 
slight  change  which  has  taken  place  in  the  value  of  agricultural 
products  effected  by  the  institution  of  Banks.  We  have  in  a 
previous  chapter  folly  exhibited  the  mechanism  of  banking ;  and 
shewn  how  utterly  erroneous  is  the  common  opinion  as  to  the 
effect  of  banking. — that  it  is  jnerely  lending  out  money  collected 
firom  the  community :  though  even  if  it  were  confin^  to  that, 
it  would  greatly  reduce  the  rate  of  discount.  But  we  have  shewn 
that  all  banking  in  this  country  consists  in  the  creation  of  Credit, 
several  times  exceeding  the  quantity  of  money  deposited.  This 
increased  quantity  of  Credit  produces  all  the  effects  of  an  increased 
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quantity  of  money  in  aiding  in  the  production  of  commodities,  as 
well  as  in  lowering  the  rate  of  disooant.  And  it  is  precisely 
because  these  creations  of  credit  are  mainly  used  to  increase  the 
quantity  ot  commodities,  that  they  haye  produced,  comparatiyely 
speaking,  so  littie  efifect  on  prices.  It  has  been  calculated  that  in 
the  form  of  banking  deposits  alone  in  England  Credit  has  been 
created  to  the  amount  of  £800,000,000;  and  this  produces 
exactly  the  same  effects  as  so  mudi  money. 

Thus  we  see  how  bankers  can  exist  with  such  yery  low  profits. 
Ordinary  traders  often  make  profits  at  the  rate  of  seyeral  thousand 
per  cent,  per  annum,  and  no  one  complains :  and  the  reason  is 
ihflt  they  deal  with  their  own  capital  and  on  comparatiyely  small 
mounts. 

But  a  banker's  own  capital  is  but  a  yery  small  part  of  what  he 
trades  witlu  He  opens  a  shop  for  the  purpose  of  buying  other 
people's  capital,  either  with  a  simple  promise  to  pay,  which  costs 
nothing,  or  sometimes  with  a  promise  to  pay  a  moderate  interest. 
Haying  collected  this  basis  of  bullion,  he  then  offers  to  buy  com- 
mercial debts :  and  he  also  buys  these  with  a  simple  promise  to 
pay — ^his  own  credit — ^which  costs  him  nothing,  but  for  which  he 
charges  exactiy  the  same  as  if  it  wero  money.  By  this  means  he 
is  enabled  for  all  practical  purposes  to  multiply  the  money  in  his 
keeping  seyeral  times ;  and  he  is  enabled  to  giye  a  higher  price  for 
the  debts  he  buys.  And  when  many  bankers  carry  on  tiie  same 
kind  of  business  simultaneously,  they,  of  course,  bid  against  one 
another,  and  this  raises  the  price  of  debts,  i.  e.,  lowers  the  rate  of 
discount,  exactly  as  an  equal  quantity  of  money  would  do.  This, 
then,  shews  how  erroneous  is  the  absolute  doctrine  that  an  increase 
of  money  cannot  lower  the  rate  of  interest :  and  also  when  Mill 
says^ — ^*  The  rate  of  interest,  then,  depends  essentially  and  per- 
manently, on  the  comparatiye  amount  of  real  capital  offered 
and  demanded  in  the  way  of  loan " — such  a  doctrine  is  utterly 
unintelligible  unless  credit  be  admitted  to  be  Capital ;  because  all 
banking  loans  are  new  creations  of  credit,  and  it  is  this  enormous 
creation  of  credit  which  has  brought  the  rate  of  discount  so  low  in 
this  country. 

42.  To  appreciate  moro  ftilly  the  great  reduction  in  the  rate  of 
interest  whidi  the  modem  system  of  banking  has  effected,  we  haye 

I  PHnofks  qf  PblUieal  Economy,  B,  III.,  ch.  98,  f  4. 
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only  to  consider  the  usnal  rates  which  prevailed  before  the  in- 
vention of  the  STstem,  and  which  still  prevail  when  transactions 
are  in  actual  money. 

At  Athens,  Solon,  after  his  great  measore  of  the  SeiBachtlici% 
with  a  sagacity  which  was  23  centuries  in  advance  of  the  human 
race,  abolished  imprisonment  for  debt,  and  left  interest  absolutely 
free,  and  we  find  that  it  varied  from  12  to  86  per  cent.  We  may 
consider  that  18  per  cent,  was  about  the  medium  rate,  as  in  the  only 
case  in  which  it  was  fixed  by  law — ^in  that  of  a  husband  wtio 
repudiated  his  wife,  and  refused  to  restore  her  dowry — it  was  fiieA 
at  that  rate.^  Isssus  says^  that  Stratocles  had  lent  out  40  minaa 
at  interest  at  9  oboli  per  mina  per  month,  which  is  18  per  cent. : 
and  Timarchus  borrowed  at  the  same  rate.'  ^schines  SocraticoB 
borrowed  money  at  36  per  cent,  from  a  banker  to  set  up  a  per- 
fumery shop,  but  finding  it  did  not  pay  at  that  rate,  obtained  the 
sum  from  another  person  at  18  per  cent.^  The  Glazomenians, 
owing  their  troops  20  talents,  paid  them  4  talents  as  interest,  or 
20  per  cent.^  At  Corc3rra,  about  300  B.G.,  the  State  ordered  some 
funds  to  be  invested  at  the  rate  of  2  per  cent,  per  month,  or  24 
per  cent,  per  annum,  on  perfect  security.  Niebuhr  says'  that  18 
per  cent,  is  the  usual  rate  of  interest  in  the  Levant  at  the  present 
day. 

At  Rome  interest  does  not  at  first  appear  to  have  been  regulated 
by  law,  but  the  debts  of  the  common  people  having  given  rise  to 
much  discord  and  sedition,  chiefly  in  consequence  of  the  extreme 
severity  of  the  law  of  debt,  interest  was  limited  by  the  Code  of  the 
XII.  tables  to  umiarium  fanuB?  The  meaning  of  this  term  has 
given  rise  to  much  difference  of  opinion  among  the  learned,  but 
Niebuhr  and  Walther  agree  that  it  means  10  per  cent,  per  annum* 
All  persons  who  took  interest  beyond  this  were  obliged  to  restore 
it  fourfold ;  a  thief  was  obliged  to  return  double  what  he  had 
stolen.^  In  408  legal  interest  was  reduced  to  one  half,  and  in  413 
it  was  abolished  altogether.  And  in  430,  in  consequence  of  a 
creditor  having  abused  his  rights,  imprisonment  for  debt  was 
abolished  •  except  by  the  sentence  of  a  court. 

Afterwards,  but  at  what  time  does  not  distinctly  appear,  eenJiA* 
sinuB  usara  was  established  as  the  legal  rate.    NiebrJu:  supposes 

*  Demosthenes,  c.  A^oram,  p,  1862.  '  Supra  HaynicB  hered,,  p  298. 

»  jEsehines,  c.  Timareh,  p.  127.  ♦  Lytiaa  frag,  in  Athemtus,  L  18. 

.     »  Pieud-Aristot,  Eoommics,  IL,  17.       «  Hist,  of  Rome,  VoL  111.,  p.  64. 

^  Tadi,  Ann.  F/.,  16.         •  Cato  de  Re  rusticd.         »  Utf^i  VIII.,  28. 
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this  was  a  foreign  rate  first  adopted  by  Sylla.^  Centesima  usurm 
was  the  same  as  asses  usttra,  or  one  per  cent,  per  month,  or  12  per 
oent.  per  annmn.  And  this  continued  to  be  the  legal  rate  of 
ioiirest  np  to  Justinian,  who  reduced  it  one  half.  Yerres  is  said  to 
haye  lent  the  public  money  on  his  own  account  to  ihejmdlicani  in 
Sicily  at  bina  centesima,  or  24  per  cent. ;  and  Cicero  says  that  the 
wealthy  Romans  lent  money  at  48  per  cent,  in  the  Greek  provinces. 
Smith  sneers  at  the  virtuous  Brutus  for  lending  money  at  48  per 
oent.  in  Cyprus. 

Fofidius  exacted  quinas  usuras,  or  60  per  cent,  from  his  repro- 
bate clients,^  and  Juvenal^  speaks  of  a  man  who  offered  triple 
usury,  or  36  per  cent.,  but  could  find  no  one  to  lend  him  .at  that 
late. 

43.  The  Mosaic  interdict  of  usury  was  adopted  and  confirmed 
by  the  rulers  of  the  Christian  church.  Money-lenders,  never  a 
very  popular  class  anywhere,  were  laid  under  the  Divine  curse ; 
the  consequence  of  which  was  that  in  the  sixth  century  the  Jews 
had  become  the  great  money-lenders  of  Christendom.  As  the 
Jews  had  no  hopes  for  the  future,  another  sin,  more  or  less,  could 
not  influence  their  destiny.  While,  therefore,  usury  was  strictly 
forbidden  to  Christians,  the  Jews  were  not  molested,  and  from  that 
era  we  may  date  the  strong  bias  of  the  children  of  Israel  to  this 
species  of  trading,  which  was  further  strengthened  and  aggravated 
by  the  subsequent  treatment  they  received  in  every  country  in 
Europe.  When  it  was  further  discovered  that  the  prince  of  the 
pagan  philosophers  concurred  with  the  Divine  legislator  in  con- 
demning interest  on  loans  of  money,  it  became  a  settled  dogma, 
just  as  certain  as  the  stability  of  the  earth,  that  any  Christian  who 
lent  out  money  at  interest  cut  off  from  himself  all  hopes  of  final 
salvation.  The  irresistible  temptation  of  profit,  however,  induced 
many  Christians  to  prefer  seizing  a  present  gain,  at  the  risk  of  a 
doubtful  penalty.  The  active  spirit  of  commerce  demanded  the 
use  of  capital,  and  the  instinctive  sense  of  mankind  rejected  the 
revolting  absurdity  that  he  who  furnished  the  means,  and  risked 
the  loss  of  his  fortune,  should  not  participate  in  the  profits ;  and 
numerous  subterfuges  were  devised,  so  that  while  the  name  of 
usury  was  avoided,  the  thing  might  be  done. 

Nowhere  were  the  inconveniences  and  absurdity  of  the  doctrine 

1  Hui.  of  Ronu,  Voi,  IIL,  p.  61.        •  Bor.  8ai.,  I  %  16.        >  Sat,  IX„  7. 
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of  the  wicked  nature  of  interest  felt  more  strongly  &an  at  the 
fountain  of  infallibility,  the  Papal  Court  itself,  and  nowhere  was 
greater  ingenuity  shewn  to  circumyent  its  own  dogmas.  A  capital 
was  collected  for  the  purpose  of  lending  money  to  the  pooBj^ftr. 
a  certain  time  on  pledges,  without  interest.  To  forward  tom 
objects  the  Popes  dispensed  to  those  who  contribnted  to  them» 
indulgences  with  liberal  prodigality.  Burdensome  tows  were 
allowed  to  be  commuted  into  donations  to  lending  houses.  A  rich 
donation  effaced  the  stain  on  the  birth  of  wealthy  libertines^  But 
as  these  establishments  required  the  services  of  a  staff  of  ofBdabi 
and  as  there  could  be  no  profits  to  pay  them  a  salaiy,  the 
Popes  endeavoured  to  induce  their  servants  to  forego  mundane 
comforts  and  necessaries  in  consideration  of  an  unlimited  sapply 
of  metatemporal  blessings. 

Such  an  organisation  as  this,  however,  could  be  of  no  long 
endurance.  If  it  were  a  charitable  thing  to  advance  money  for 
nothing  to  persons  after  they  had  become  poor,  it  was  fieu*  more 
prudent  and  sensible  to  lend  them  money  at  a  moderate  interest  to 
help  them  to  trade,  and  to  prevent  them  becoming  poor.  Rich 
persons  found  that  papal  indulgences  were  but  a  poor  return  for 
hard  cash :  and  as  in  the  course  of  business  the  institutions  incurred 
some  loss,  they  were  obliged  to  borrow  money  at  interest  to  pay 
their  expenses.  The  Popes,  therefore,  determined  to  allow  the 
lending  houses  to  receive  interest  for  as  much  of  their  capital  as 
was  necessary  to  defray  their  expenses.  When  tiiis  breach  was 
made,  the  next  step  was  not  long  following.  In  order  to  attract  a 
sufficient  quantity  of  capital,  those  who  advanced  money  were 
allowed  to  receive  a  moderate  interest  for  its  use,  which  was  not 
entered  in  the  balance  sheet  as  '' Interest" — ^that  would  have 
been  damnable — ^but  was  concealed  mider  the  euphemism  of 
**  establishment  charges."  The  Papal  bull  allowed  it  to  be  given 
pro  mdemnikUe. 

However  cunningly  and  speciously  this  '^ artful  dodge"  was 
devised  to  do  the  thing  they  dared  not  name,  the  lynx-eyed 
divines  soon  saw  through  the  trick,  and  a  violent  ferment  imme- 
diately arose,  and  it  was  fiercely  debated  whether  it  was  lawfiil 
to  do  evil — i.  0.,  take  interest — ^in  order  that  good  might  come. 
When  this  tempest  was  at  its  height  it  was  quelled  by  a  folly  of 
equal  magnitude  with  itself.  The  Pope  issued  a  bull  dedaring 
these  holy  mountains  of  piety,  sacri  mmH  dipieth,  to  be  legal,  and 
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HaniTiing  all  who  dared  to  doubt  it  All  scraples  on  the  Babject 
being  sileneed  in  so  satu&ctory  a  manner,  other  cities  hastened 
to  &II0W  the  example  and  establish  lending  houses,  and  they 
h^Qtme  common  thronghout  Italy  in  the  fifteenth  oentory.  Not- 
Nrtttiatanding^  howevery  the  Papal  sanction  they  had  reoeiyed, 
many  writers  and  preachers  considered  them  to  be  criminal,  and 
the  diq>nte  waa  reviyed  with  considerable  warmth  in  the  sixteenth 
centmry,  nntQ  it  waa  at  length  set  at  rest  by  Leo  X.,  who,  in  the 
tenth  sitting  of  the  Gonncil  of  the  Lateran,  issued  a  special  bull 
declaring  lending  houses  to  be  l^al  and  useful,  and  that  all  who 
dared  to  preach,  dispute,  or  write  against  them  should  be  exoom* 
municated.  He  also  justified  them  on  the  broad  principle,  which 
established  the  propriety  of  interest,  that  those  who  receiyed  the 
benefit  should  share  the  burden:  qui  commodwn  teniit,  onus 
guogue  tentire  debet. 

Notwithstanding  the  thunder  of  the  Vatican,  and  the  tempests 
that  raged  in  the  theological  atmosphere  regarding  the  sinfdl 
nature  of  interest,  the  practice  spread  from  the  Jews  to  the 
Christians,  and  in  the  thirteenth  century  had  attained  flourishing 
dimensions.  The  spiritual  excommunications  of  the  church  and 
the  temporal  punishments  of  princes  were  equally  ineffectual  to 
preyent  mankind  from  pursuing  their  natural  instincts.  Edward 
the  Confessor  had  enacted  that  any  one  oonyicted  of  usury  should 
be  stripped  of  all  his  possessions,  and  be  declared  an  outlaw,  as  he 
had  heard  the  maxim  at  the  French  Court  that  usury  is  the  root  of 
eyery  crime.  Eyery  country  in  Europe  enacted  similar  punish- 
ments, and  the  frequency  of  the  denunciations  proyes  the 
extension  of  the  practice.  Nothwithstanding  all  these  terrible 
penalties,  the  contest  was  yain,  and  seyenJ  Stetes  were  obliged  to 
limit  what  they  could  not  preyent.  James  I.  of  Arragon,  in  1228, 
limited  interest  to  20  per  cent.^  In  the  same  year  at  Verona  it 
was  limited  to  12^ ;  and  at  Modena  in  1270  to  20.^  An  ordinance 
cS  Philip  le  Bel  in  1811  allows  20  per  cent,  after  the  first  year  of 
the  loan.  In  1886  Fl<n%nce  borrowed  money  to  carry  on  the  war 
against  Mastino  della  Scala,  and  paid  15  per  cent,  interest  for  it. 
Oenoa  paid  frmn  7  to  10  per  cent,  on  its  public  debts.  The 
Florentines  opened  money  lending'  houses  in  numerous  places ; 
their  usual  rate  was  20  per  cent.,  and  not  infrequentiy  30  and  40 

*  Dueamge:  Art.  Uturarii, 
*  Battam.    Middle  Agee,  elh.  9,  pt,  2. 
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per  oent^  At  the  present  day  the  nsnal  charge  of  the  second 
class  bill  brokers  for  discounting  a  tradesman's  bill  is  a  shilling  ia 
the  pound  for  three  months.  This  is  20  per  cent,  disconnt,  whi^ 
we  have  shewn  is  25  per  cent,  interest.  ?j^ 

Smith  says^  that  in  Bengal  money  is  frequently  lent  to  fiarnftSv 
at  40^  50,  and  60  per  cent,  and  the  succeeding  crop  is  mortgaged 
for  the  payment.  And  the  most  ordinary  banking  charges  at  the 
present  day  are  not  less  than  12  per  cent.,  and  often  foi  higher ; 
this  is  owing  to  the  yery  undeveloped  state  of  banking  in  that 
country ;  and  this  shews  what  a  stimulus  it  would  give  to  the 
industry  and  wealth  of  India  to  organise  a  sound  system  of  credit 
there. 

44.  From  these  examples,  taken  from  so  many  nations  and 
ages,  it  would  appear  that  about  20  per  cent,  per  annum  is 
the  fair  average  profit  which  must  be  paid  for  transactions  in 
money  which  are  perfectly  safe.  That  the  medium  rate  in  this 
country  has  been  brought  down  to  3  per  cent,  is  due  entirely  to 
the  great  modem  system  of  creating  credit  to  perform  the  frmctions 
of  money.  In  the  reign  of  Charles  II.,  10  per  cent,  was  the 
legal  rate,  and  the  first  bankers  gave  6  per  cent,  interest  on  their 
notes  payable  to  bearer  on  demand.  In  the  war  with  France 
William  III.  could  with  difficulty  borrow  at  30  and  40  per  cent,  in 
the  city ;  but  in  a  very  short  time  after  the  foundation  of  the 
Bank  of  England,  the  State  loans  were  contracted  at  3  per  cent. : 
and  this  has  been  about  the  medium  rate  ever  since. 

These  rates,  however,  only  held  where  considerable  sums  were 
borrowed,  and  in  Is  haul  cammerce.  When  sums  are  advanced  to 
costermongers  and  persons  who  carry  on  the  trades  of  the  streets 
the  rates  are  enormously  higher.  We  are  told  that  these  persons 
at  Athens  paid  1^  obolus  per  drachma  per  day,  t.  e.,  25  per  cent 
per  day,  or  9,125  per  annum.  Boisguillebert  says^  that  the  small 
provision  dealers  of  Paris  throve  on  money  borrowed  at  the  rate  of 
6  sous  per  week  the  crown,  or  more  than  400  per  cent,  per 
annum,  because  they  sold  perhaps  five  crowns'  worth  of  merchan- 
dise on  which  they  gained  one  half,  or  50  per  cent.  (*.  e.,  18,250 
per  cent,  per  annum),  and  if 'they  perform  this  operation  five  or 
six  times  a  week  it  is  easy  to  live  and  pay  such  interest  to  those 
who  lent  them  the  money. 

*  Depping.    Sutory  of  CommerGt^  Vol.  /.,  i>.  235. 
•  Wealth  of  Natum$,  B,  L,  ch.  9.         *  Le  detaU  de  la  JFVanee,  ch.  20. 
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So  Gerard  Malynee  says  that  the  similar  trade  of  London 
wafl  carried  on  with  money  borrowed  at  the  rate  of  Id,  per 
flhilling  per  week,  which  is  about  433  per  cent  per  annum. 
largot  cites  the  case  of  the  same  class  of  people  in  his  day  who 
earned  on  their  trade  with  money  borrowed  at  173  per  cent  per 
annnm^  to  shew  the  absurdity  of  the  usury  laws ;  and  we  have 
already  cited  the  most  remarkable  instance  of  all  ^  where  a  flourish- 
ing trade  was  carried  on  with  money  borrowed  at  1,800  per  cent, 
interest — all  of  which  cases  shew  the  futility  of  usury  laws; 
and  yet  interest  still  continues  limited  to  6  per  cent,  in  France, 
except  only  in  the  case  of  the  Bank  of  France,  which  is  allowed 
to  raise  its  rate  above  that  to  prevent  a  drain  of  gold  from  the 
country.' 

45.  Now,  the  effect  in  former  times  was  exactly  the  opposite  to 
what  it  is  now.  When  the  treasures  of  the  Indies  were  poured  into 
Europe^  there  were  scarcely  any  such  things  as  banks  at  all,  or 
credit  The  consequence  was  that  the  increased  quantity  of  bullion 
aifected  its  value  with  respect  to  commodities,  and  had  very  little 
influence  on  its  value  with  respect  to  debts.  Nevertheless,  it  is 
certain  that  the  increase  of  money  did  give  a  very  great  stimulus 
to  industry  even  in  that  age  ;  for  the  best  authorities  agree  that  its 
diminution  in  value,  with  respect  to  commodities,  was  only  one 
half  of  what  it  might  have  been  expected  from  the  increase  of  its 
quantity. 

The  preceding  considerations  shew  that  two  classes  of  persons 
are  equally  in  fault,  first,  those  who  clamour  for  an  unlimited  in- 
crease of  money,  thinking'that  to  be  the  panacea  of  all  evils ;  and 
leoondly,  those  who  assert  that  an  increase  in  the  quantity  of  money 
can  do  no  good,  and  will  only  lead  to  a  diminution  in  the  value  of 
money-  It  depends  entirely  upon  the  circumstances  under  which 
an  increase  takes  place,  whether  it  is  beneficial  or  the  contrary. 

One  thing,  however,  is  positively  certain,  that  whenever  money 
undergoes  a  diminution  in  value,  either  with  respect  to  debts  or 
commodities,  in  any  country  compared  to  its  neighbours,  it  imme- 
diately causes  an  exportation  of  bullion  from  that  country,  and  an 
importation  of  debts  and  commodities  into  it    That  is,  if  the 

>  YoL,  /.,  j>.  218. 
9  Ib  18M  an  Imperial  CommiMion  was  iasned  to  inquire  int3  the  operatioD 
of  the  UsarT  Lawi  in  France,  before  which  the  Author  was  examined  as  a 
witness,  hot  no  change  has  jet  been  made  in  them. 
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prioea  of  debts  and  oommoditiGB  are  very  hi^  in  one  conniay, 
neighbouring  oonntries  will  immediately  send  their  debts  and  com- 
modities there  for  sale.  And  the  people  of  that  coontiy  will 
natnrallj  send  their  money  to  foreign  oonntries  to  bny  debts  and 
commodities  where  they  may  be  had  cheaper  than  at  home.  Henoe, 
it  is  a  positiye  certainty  that  whenever  the  rate  of  disconnt  in  two 
oonntries  difiPers  by  a  snflScient  quantity  to  pay  the  expenses  of 
transport^  it  will  immediately  canse  a  flow  of  bullion  from  where 
the  disconnt  is  low,  or  the  ^ne  of  money  low,  to  where  the  dis- 
count is  high,  or  the  value  of  money  high.  A  principle  of  great 
importance,  which  has  been,  until  lately,  very  imperfectly  under- 
stood, and  the  neglect  of  whidi  has  brought  on  some  of  the  most 
severe  monetary  difficulties  of  this  country. 

46.  We  have  said  that  at  any  particular  period,  the  difference  in 
the  rates  of  interest  or  discount  for  the  same  class  of  securities  indi- 
cates a  difPerence  in  the  risk  of  the  particular  security.  This  does 
not,  however,  hold  good  with  the  rates  of  interest  at  different 
periods,  because  a  high  rate  of  interest  may  be  caused  by  the 
activity  of  commerce,  as  well  as  by  the  risk  of  security.  Thus,  in 
America  the  discount  on  the  best  bills  is  habitually  8  or  10  per  cent, 
and  tJiis  arises  from  the  activity  of  commerce.  On  the  other  hand, 
a  very  low  rate  of  interest  by  no  means  always  arises  from  the 
safety  of  the  security,  or  the  abundance  of  capital,  but  from  the 
want  of  enterprise,  the  stagnation  of  commerce.  Thus,  in  1812, 
when  the  French  Empire  was  verging  upon  destruction,  J.  B.  Say 
says^ — "  France,  from  an  opposite  cause  (t.  «.,  to  the  activity  of 
enterprise),  saw  contrary  effects  produced.  A  long  and  destructive 
war,  which  closed  nearly  all  communication  with  foreign  countries, 
enormous  taxes,  injurious  privileges,  the  operations  of  comm^x)e 
undertaken  by  the  Government  itself,  custom  duties  arUtrarily 
charged,  confiscation,  destruction  of  property,  annoyances,  and  in 
general  a  rapacious  system  of  administration,  hostile  towards  the 
people,  had  made  all  commercial  enterprise  scanty,  dangerous,  and 
ruinous.  Although  the  mass  of  capital,  probably  continually 
decreased,  the  useful  employments  to  which  it  could  be  ^^lied 
had  become  so  scarce  and  dangerous,  that  interest  never  fell  so 
low  in  France  as  at  this  period,  and  that  which  is  usually  the  sign 
of  great  prosperity,  became  at  this  time  the  efPect  of  a  great  distress." 

1  TraiU  d'EcontmU  PoUtique,  p,  890.    EdU.  GhtOUmmim. 
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This  is  just  one  of  those  cases  which  make  many  people  think 
that  Political  Economy  cannot  be  reduced  to  a  science,  and  is 
enough  to  distract  an  ordinary  reader — that  the  same  visible  e£fect 
or  phenomenon  is  produced  by  a  totally  opposite  and  contrary 
cause.  Bnt  the  &ct  is,  that  it  is  all  an  example  of  onr  general 
law  ct  msgfflj  and  demand.  Now,  some  causes  act  upon  the 
sopply,  and  some  on  the  demand.  But  as  supply  and  demand  act 
in  (^pofiite  directions,  it  is  manifestly  necessary  that  we  must  have 
opposite  causes  acting  upon  each  of  them,  to  produce  the  same 
phenomena.  And  the  real  difficulty  of  the  case  is  to  determine 
whether  the  change  of  the  phenomena  is  due  to  a  change  in  the 
nipply  or  in  the  demand. 


H  2 


CHAPTEE  XIII. 


ON  LABOUR,  OR  IMMATERIAL  WEALTH,  AND 

WAGES. 

1.  We  have  now  to  consider  the  application  of  the  General 
Equation  of  Economics  to  Labour,  the  second  of  the  three  species 
into  which  Economic  Quantities  are  divided. 

Labour  is  often  divided  into  muscular  and  nervous;  or  an 
exertion  of  the  body  or  the  mind.  In  common  parlance,  indeed, 
it  is  more  applied  to  an  exertion  of  the  body,  and  the  term 
Jabatirers  or  working  mm,  is  often  considered  to  include  only 
those  who  work  with  their  hands,  such  as  ploughmen,  carpenters, 
masons,  and  other  artisans.  This,  however,  is  a  great  error. 
**  Labour "  in  Economics  means  an  exertion  of  the  mind,  how- 
ever manifested,  either  by  the  hand,  the  tongue,  or  in  any  other 
way.  However  simple  work  may  apparently  be,  it  must  be 
directed  by  thought.  All  labour  is  in  reality  thought,  accompanied 
more  or  less  by  muscular  exertion ;  and  the  sedentary  scientific 
student,  the  lawyer,  the  clergyman,  the  author,  the  professor,  the 
painter,  the  cabinet  minister,  the  banker,  the  merchant,  are  as 
truly  labourers  and  working  men  as  any  ploughmen,  carpenters,  or 
masons. 

Each  of   the  great  sciences — Geometry,  Astronomy,  Optics, 

Chemistry,  Medicine,  Law,  Engineering — ^is  as  truly  the  product 

of  labour  as  the  Pyramids,  a  steamship,  or  a  railway,  and  indeed 

there  is  no  labour  so  exhausting  to  the  tissues  of  the  brain  as 

mental  abstraction  on  scientific  or  philosophical  subjects.  Nothing 

can  be  more  unfortunate  than  making  distinctions  in  kind  where 

none  exist  in  reality,  and  in  marking  ofp  certain  portions  of  the 

community  as   working   classes,  and   supposing  that  they  are 

governed  by  peculiar  laws,  different  from  those  relating  to  other 

classes.    Corin  says  truly  ^ — 

**  Sir,  I  am  a  true  labourer ;  I  earn  my  bread.** 

All  persons  are  labourers  who  earn  their  bread  by  personal 
exertions,  or  services,  of  any  sort  or  description,  from  the  Lord 
Chancellor  to  the  lowest  hodman. 

>  As  you  like  »V,  Act  IIL^  ieene  2. 
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Mr.  J.  H.  Burton  says  troly  ^ — **  The  hardest  work  in  life  is  done 
witii  the  head ;  for  mental  exertion  admits  of  indefinite  extension, 
while  the  sphere  of  mere  muscular  exertion  is  limited.  It  is  for  this 
reason,  and  this  only,  that  the  highest  rewards  are  paid  for  mental 
labour.  In  a  free  country,  all  the  money  rendered  for  services, 
whether  in  the  shape  of  counsers  fees,  the  superintendent's  salary, 
or  the  hodman's  wages,  is  the  equiTalent  in  value  of  the  services 
rendered.  There  are  many  degrees  in  the  scale  of  remuneration, 
and  there  is  the  same  number  of  degrees  in  the  value  of  the 
SCTvice.  There  are  very  wide  differences  in  the  remuneration 
between  the  extremes  of  the  scale — ^between  the  head  of  the  law, 
(V  the  first  London  physician,  with  his  fifteen  thousand  a  year, 
and  the  hodman  mth  his  twenty  pounds  a  year.  The  differences 
in  their  services,  if  we  consider  it  capable  of  calculation,  ia 
probably  not  so  great ;  it  would  be  a  strong  assertion  to  say  that 
the  professional  man  works  seven  hundred  and  fifty  times  as  much 
as  the  hodman." 

2.  The  question  of  Labour  shews  the  indispensable  necessity 
of  dear  and  distinct  fundamental  conceptions  in  Economics ;  and 
the  great  evil  which  has  been  done  to  the  Science  by  the  confused 
and  contradictory  doctrines  on  the  word  Wealth  in  Smith  and 
HilL 

Aristotle  laid  down  the  broad  general  definition  that  Wealth  is 
anything  whose  value  can  be  measured  in  money.  Now,  as  it  is 
perfectly  indisputable  that  the  value  of  Labour  of  all  kinds  may 
be  measured  in  money,  Labour  is  Wealth  by  the  very  force  of 
Aristotle's  definition. 

So  the  author  of  the  Bryxias,  adopting  and  illustrating  this 
definition,  shews  that  the  essence  of  Wealth  consists  exclusively 
in  exchangeability;  and  that  if  persons  can  gain  a  living  by 
giving  instruction  of  any  sort,  that  is,  by  an  exertion  of  their 
minds,  or  services,  or  labour  of  any  sort,  their  Labour  is  Wealth  to 
them  just  in  the  same  way  as  gold  and  silver  is. 

Hence  it  was  distinctly  recognised  in  ancient  times  that  Labour 
is  a  vendible,  or  exchangeable,  commodity,  and  is  expressly 
indnded  under  the  title  of  Wealth. 

8.  In  modem  times  the  word  Wealth  was  at  first  restricted 
exclusively  to  gold  and  silver,  but  it  was  afterwards  enlarged  so  as 

'  Political  and  Social  Economy ^  p,  82. 
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to  indiide  all  oseM  material  things  the  products  of  the  earth : 
and  was  described  as  the  produce  of  '^  land  and  labonr."  The 
Physiocrates  constantly  asserted  that  the  earth  is  the  sole  source 
of  wealthy  because  man  can  create  nothing,  and  that  Notkmg  eon 
came  out  of  Nothing.  They  held  that  Wealth  consists  of  the 
material  products  of  the  earth  which  are  brought  into  oommeroe 
and  exchanged.  Le  Trosne  originated  an  argument  against 
Labour  or  Services  being  Wealth  becaose  they  are  only  relatiTe 
'  to  the  person,  and  are  not  transmissible^  or  inheritable,  or 
transferable:  they  do  not  result  in  a  product  which  can  be 
transferred,  and  whose  yalue  can  be  determined  by  competition. 
The  answer  to  this  argument,  howeyer,  is  clear  and  dedsive. 
Labour  is  giyen  in  exchange  for  a  price,  and  its  yalue  ia  deter- 
mined by  competition,  like  that  of  any  other  commodity.  A 
single  exchange  is  sufficient  to  detenmne  yalue.  A  person  gaina 
an  income  in  exchange  for  labour  exactly  in  the  same  way  as  by 
selling  material  products,  and  is  equally  a  subject  of  taxation.  It 
is,  besides,  a  complete  error  to  say  in  many  cases^  that  the  products 
of  pure  Labour,  or  Thought,  are  not  tiansferable,  yendiblCi  and 
transmissible.  An  enormous  mass  of  valuable  products  consists 
of  trade  secrets>  and  these  are  transferable  and  inheritable,  and 
form  a  very  large  mass  of  Qaptal,  which  may  be  bought  and  sold 
like  any  other  material  Capital.  All  the  great  sciences,  the 
accumulations  of  pure  labour,  are  taransferable  and  saleable.  We 
shall  enter  upon  this,  however,  more  at  length  hereafter. 

4,  Though  the  arguments  of  the  Physiocrates  areerroneoui^ 
they  are  at  least  consistent  with  themselves ;  but  the  doctrines  of 
Smith  and  Mill  are  utterly  confined  and  contradictory. 

Smith  gives  no  definition  of  Wealth,  but  from  his  constantly 
repeating  the  phrase  '^  the  annual  produce  of  land  and  labomr  ^  it 
is  generally  supposed  that  that  is  his  notion  of  Wealth.  We 
have  already  pointed  out  that  this  expression  is  ambiguous,  and 
that  however  it  is  interpreted,  it  cannot  be  accepted  as  a  sound 
definition  of  Wealth. 

Now  every  one  knows  that  the  land  itaelf,  on  which  no  labour 
was  ever  bestowed,  may  be  boc^ht  and  s(dd,  and  therefore  is  wealth 
by  itself;  and  may  produce  an  income  to  its  possessor,  and 
therefore  is  Capital.  So  also  Labour  itself  is  a  saleable  com- 
modity quite  independent  of  any  land,  and  consequently  is  wealth 
by  iteelf. 
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The  inoonsiBtency  of  Smith's  notions  of  Wealth  is  strikingly 
apparent  in  his  acoonnt  of  Capital.  Under  fixed  Capital  he 
enmnerates — ^'^The  acquired  and  useful  abilities  of  all  the 
inhabitants  or  members  of  the  society.  The  acquisition  of  such 
talents,  by  the  maintenance  of  the  acquirer  during  his  education, 
study,  or  apprenticeship,  always  costs  a  real  expense,  which  is  a 
Capital  fixed  and  realised,  as  it  were,  in  his  person.  These  talents 
are  and  make  a  part  of  his  fortune,  so  do  they  likewise  that  of  the 
society  to  which  he  belongs.  The  improTed  dexterity  of  a 
workman  may  be  considered  in  the  same  light  as  a  machine  or 
instrument  of  trade,  which  facilitates  and  abridges  labomr,  and 
whidi,  though  it  costa  a  certain  expense,  repays  that  expense  with 
a  profit*'' 

And  also— ^' A  man  educated  at  the  expense  of  much  labour  and 
time  to  any  of  these  employments  which  require  extraordinary 
dexterity  and  skill  may  be  compared  to  one  of  these  expenjdye 
machines." 

Hence  we  see  that  Smith  expressly  includes  '^natural  and 
acquired  abilities  "  under  the  titie  of  Wealth  and  Capital.  But 
these  are  not  Wealth  any  more  than  anything  else  is,  unless  they 
aie  brought  into  the  market  and  exchanged  for  something  else ; 
and  their  exercise,  or  exertion,  in  exchange  for  some  remuneration 
ibLaboub. 

And  this  Labour  is,  of  course,  a  subject  of  Property,  like 
anything  else.  Smith  says — ^^'The  Property  which  every  man 
has  in  his  own  labour,  as  it  is  the  original  foundation  of  all  other 
property,  so  it  is  the  most  sacred  and  inyiolable.  The  patri- 
mony of  a  poor  man  lies  in  the  strength  and  dexterity  of  his 
hands." 

Hence  we  see  that  Smith  expressly  admits  labour  to  be  a  sale* 
able  property  by  itself,  quite  indep^ident  of  land  or  any  material 
pvodact,  and  therefore  Wealth.  What  becomes  then  of  the  doctrine 
that  W^th  is  the  ^^  produce  of  land  and  labour,"  when  each]of  them 
k  admitted  to  be  Wealth  separately,  and  without  any  necessary 
association  ?  What  becomes  of  the  doctrine  that  Nothing  can 
oome  ttom  Nothing,  and  that  all  Wealth  comes  fixxm  the  earth  ? 

5.  J.  B.  Say  also  admits  that  '^ abilities"  are  Wealth.  It  is  true 
that  he  frequenUy  contradicts  himself ;  but,  as  his  work  is  com^ 
paratirely  little  read  in  this  country,  we  need  not  occupy  our  space 
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in  pointing  out  these  contradictions.  It  is  sufficient  for  onr  pur- 
pose to  shew  tiiat  he  includes  **  abilities  "  under  Wealth. 

He  says^ — *'  Since  it  has  been  proved  that  immaterial  pit^ierty, 
such  as^talents  and  acquired  personal  abOitieB  form  an  integra} 
part  (rf  the  Wealth  of  Society." 

^  What  I  have  said  is  sufficient^  I  think,  to  conyince  you  that 
industrial  foculties  are  faculties  of  t^e  same  nature  as  all  others ; 
and  it  is  only  in  considering  them  equally  with  others  that  society 
can  obtain  fdl  tiie  adyantages  attached  to  the  rights  of  property. 
For  the  same  reason  this  kind  of  {^operiy,  although  it  can  scarcely 
be  reckoned  in  figures  [Why  not  ?]  makes  neveri^eless  a 
portion  of  the  general  wealth  of  the  nation.  A  nation  in  which 
industrial  abilities  are  more  numerous  and  more  eminent  thaa 
in  others  is  a  richer  nation.*'  And  in  many  other  places  he 
maintains  the  same  doctrine. 

We  haye  already  quoted  a  long  passage  fix>m  Senior  dwelling  on 
the  importance  of  this  immaterial  Wealth,  which  we  need  not 
repeats 

6.  We  haye  now  to  observe  the  confiision  and  self-contradiction 
of  MiU,  on  the  subject  of  Wealth.  He  begins  by  defining  Wealth 
to  be  everything  that  has  '^  purchasing  power/*  or  which  is  ex- 
changeable, which  is  precisely  the  definition  of  Aristotle,  the  auijior 
of  the  Eryxias,  and  the  Roman  Jurists. 

Now,  as  Labour  has  "  purchasing  power,"  it  is  Wealth  by  thia 
definition. 

But  a  little  afterwards  Mill  completely  changes  the  conceptioB 
of  Wealth,  and  speaks  of  the  "  production  of  Wealth  "  aa  being 
^Hhe  extraction  of  the  instruments  of  human  subsistence  and 
enjoyment  from  the  materials  of  the  globe";  a  conception  quite 
different  from  the  former  definition,  as  the  idea  of  exchangeability 
has  entirely  vanished  from  it,  and  human  subsistence  and  enjoy- 
ment is  substituted  for  it. 

Afterwards,  however,  in  discussing  Productive  Labour,  he  is 
obliged  to  return  to  the  consideration  of  wealth  :  and  he  plunges 
into  still  further  contradictions — "  services  which  only  exist  while 
being  performed  cannot  be  spoken  of  as  wealth  except  by  an 
acknowledged  metaphor.  It  is  essential  to  the  idea  of  wealth  to 
be  susceptible  of  accumulation." 

Now  here  is  a  new  condition  introduced.     Mill  began  with 

*  Cours.     CormdirtUions  GdniraUs. 
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ezchangeabiUty,    as  the  sole   essence  of  wealth ;   and  now  he 
introdnces  the  necessity  of  accumulation ! 

He  then  says — ^'^But  in  applying  the  term  wealth  to  the 
indostrial  capadtieB  of  human  beings,  there  seems  always  in 
popular  apprehension  to  be  a  tacit  reference  to  material  pro- 
ducts.   •    •    • 

**  While,  therefinre,  I  should  prefer,  were  I  constructing  a  new 
technical  language,  to  make  the  distinction  turn  upon  the  p&rmch 
nenee  rather  than  upon  the  materiality  of  the  product.** 

Now  here  is  new  confusion  added  to  the  idea  of  Wealth; 
because  many  products  of  labour,  such  as  trade  secrets,  the 
sciences,  &c.,  are  permanent  without  being  material,  and  are  not 
extracted  from  the  materials  of  the  globe.  This  doctrine  of 
^permanence"  is  also  a  manifest  violation  of  the  Law  of 
CcntmuUy.  Things  are  of  all  degrees  of  permanence  from  those 
which  last  for  ever  down  to  those  which  perish  in  the  using ;  that 
is,  from  those  which  may  be  exchanged  an  infinite  number  of 
times  to  those  which  can  be  exchanged  only  once.  Now,  if 
permanence  be  the  criterion  of  wealth,  what  degree  of  permanence 
is  necessary  to  constitute  a  thing  wealth  ?  Mill  gives  no  notion 
of  this.  But  the  Law  of  Continuity  says — ^That  which  is  true  up 
to  the  Limit  is  true  at  the  Limit.  Hence,  if  permanence  or 
capability  of  being  exchanged,  be  the  criterion  of  wealth,  that  is 
Wealth  which  has  the  lowest  degree  of  permanence,  and  is 
capable  of  the  least  nimiber  of  exchanges — ^that  is  one — and 
which  perishes  while  being  used — ^like  Labour.  Hence  Mill's 
distinction  is  utterly  unphilosophical,  and  must  be  rejected. 

He  then  says — '^  I  shall,  therefore,  in  this  treatise,  when  speak- 
ing of  wealth,  understand  by  it  only  what  is  called  material 
wealth,  and  by  productive  labour,  only  those  kinds  of  exertion 
which  produce  utilities  embodied  in  material  objects,"  and  yet  in 
the  column  side  by  side  with  this  he  says^ — ^^  The  skill  and  the 
energy  and  perseverance  of  the  artisans  of  a  country  are  reckoned 
part  of  its  wealth  no  less  than  their  tools  and  machinery."  And 
in  a  note  to  this  passage  he  says — ^*  The  human  being  himself  I 
do  not  class  as  wealth.  He  is  the  purpose  for  which  wealth  exists. 
But  his  acquired  capacities,  which  exists  only  as  means,  and  have 
been  called  into  existence  by  labour,  fall  rightly  as  it  seems  to  me 
within  that  designation." 

1  P.  80  Ftotk*$  BOUum, 
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NoWji  the  contradiction  of  these  passages,  which  stand  side  by 
side,  is  flagrant.  Mill  first  says  that  anytkmg  whidi  has  pur- 
chasing power  is  wealth.  Then  he  says  that  only  material  things 
are  wealth ;  then  that  the  ^*  production  of  wealth "  is  extraction 
from  the  **  materials  of  the  globe.**  Then  he  admits  that  "  skill/' 
**  energy,"  and  "  abilities  "  are  wealth.  Now,  are  skill,  energy^ 
and  acquired  abilities  material  products,  and  are  they  extracted 
from  the  materials  of  the  globe  ? 

Hence  we  reject  in  toto  all  this  confusion  and  oontradiction. 
Abilities,  skill,  knowledge  of  all  sorts,  are  wealth  simply  because 
their  use  and  employment  may  be  bought  and  sold,  and  that 
exercise  is  termed  Laboub. 

Freed,  therefore,  and  disembarrassed  from  all  these  contra- 
dictions. Labour  is  simply  a  commodity,  which  is  the  subject  of 
sale  or  exchange,  like  any  other  conmiodity.  There  is  the  Demand 
for,  and  the  Supply  of.  Labour,  just  as  there  is  of  anything  else, 
aa  is  admitted  repeatedly  by  these  writers.  Bicardo,  who  has  not 
given  any  definition  of  wealth,  sees  this^ — ^^^  Labour  which  iiko 
all  other  things  which  are  purchased  and  sold  "--^'^  The  natural 
price  of  all  commodities,  excepting  raw  produce  and  labour"; 
thereby  admitting  that  it  is  a  commodity^-r^^ — ^whidi  may  be 
bought  and  sold. 

So  Lord  Cardwell,  on  one  occasion  addressing  his  constituents^ 
speaking  of  the  working  classes,  said  ^'  their  labour  is  their 
Capital,*'  meaning,  of  course,  the  commodity  they  have  to  offer  fiyr 
sale  to  make  a  profit  by. 

The  first  thing,  then,  we  establish  is  that  Laboub  is  itself  a 
commodity ;  as  Dr.  Stirling  says  yery  truly  ^ — "  Trade  regards 
labour  itself  simply  as  a  subject  of  traffic  and  exchange,  a  thing 
to  be  bought  and  sold  in  the  market,  a  commodity — one,  indeed, 
of  primary  importance,  compared  with  which  all  others  dwindle 
into  insignificance ;  but  still  a  commodity  which  varies  in  quantity 
and  fluctuates  in  price,  and  the  value  of  which,  consequently,  is 
gOTemed  by  the  very  same  laws  which  regulate  the  yalue  of  those 
Qommodities  which  are  the  products  of  labour.  A  day's  or  a  year's 
labour  has  its  price  just  as  an  ounce  of  silver  or  a  bushel  of  com 
has  its  price.    .    .    • 

'^  Labour,  it  cannot  be  too  often  repeated,  is  nothing  but  a 

I  Prindplu  of  Political  Economy,  eA.  8. 
*  Philoaophif  of  Trade,  R  ILj  ch,  1. 
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subject  of  aale  and  merchandise,  a  eommoditify  liable  to  yariationg 
of  quantity  and  consequent  fluctoation  of  pric^.** 

Labonr,  therefore,  being  simply  a  commodity,  tiiere  is  a 
market  for  it  like  for  any  thing  else.  There  is  a  labour  market 
just  as  there  is  a  com  market,  or  a  meat  market,  or  a  poultry 
market,  or  a  vegetable  market,  or  a  fish  market. 

7.  It  is  extremely  di£Bcnlt  to  form  any  estimate  of  the 
quantity  of  money  paid  in  exchange  for  Labour  or  services  of  all 
sorts.  ProfesBor  Levi  has  made  a  calculation  of  the  sums  paid  to 
those  who,  in  common  parlance,  are  erroneously  termed  the 
^working  dassea"  He  considers  that  in  1867  it  amounted  to 
about  £418,000,000.  But  it  takes  no  account  of  the  sums  paid 
for  pfofessional  labour  of  all  sorts,  medical,  legal,  artistic, 
authorial,  dramatic,  clerical,  and  multitudes  of  other  services  too 
numerous  to  be  specified  individually,  and  consequently  it  gives 
but  a  very  imperfect  view  of  the  whole  question. 

8.  We  are,  however,  unfortunately  for  from  having  disembar- 
rassed ijie  subject  of  all  the  conftudon  it  has  been  thrown  into  by 
the  unscientific  language  of  Smith  and  Ribardo. 

Labour  being  a  generic  name  for  the  exertion  of  thought  or 
alnlities  of  any  sort,  there  are,  of  course,  as  many  different  kinds 
of  labour.as  there  are  different  species  of  thought,  and  these  are 
quite  incommensurable  with  each  other,  and  can  by  no  possibility 
be  compared  with  each  other. 

How  can  the  labour  of  a  ploughman,  a  carpenter,  or  a  brick- 
layer be  compared  with  the  labour  of  a  Newton,  a  Raphael,  or  a 
8hakeQ>eare  ?  How  we  can  compare  the  **  quantity  of  labour  **  in 
the  Principiain&i  the  '^ quantity  of  labour"  in  the  San  SistOr 
Macbeth,  or  the  Messiah?  How  are  we  to  compare  the  "  quantity 
of  labour  "  in  the  Comedy  of  Dante  witii  the  "  quantity  of  labour  '^ 
in  one  of  Giotto's  frescoes,  or  Ohiberti's  doors  of  the  Baptistery  of 
Florence  ?  And  even  in  Labour  of  apparently  the  same  nature 
there  are  innumerable  varieties  whidi  are  equally  incommensurable- 
with  each  other.  In  Poetry,  in  Painting,  in  Music,  in  Science,, 
there  are  numberless  varieties  which  are  incommensurable.  How 
are  we  to  compare  the  "  quantity  of  labour  '*  in  the  Paradise  Lost 
with  that  in  OOtsUof  The  ''  quantity  of  labour  *"  in  Tartnffe  with 
that  in  Athalief     How  are  we  to  compare  the  '^quantity  of 
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laboor "  in  the  Tnm^iguraiion  with  that  in  Israel  in  Egypt^  or 
Norma  ?  How  are^we  to  compare  the  ^'  quantity  of  labour  **  in 
a  Bethel  oondacting  a  great  Law  case  with  that  in  a  snrgical 
<q)eration  by  a  Paget  or  a  Fergnaaon  ?  And  similar  examples 
might  be  multiplied  to  infinity. 

Hence,  like  many  other  words  of  a  generic  nature,  such  as  wine, 
the  word  labour  comprehends  an  immense  variety  of  species  which 
can  in  no  way  whatever  be  compared  with  one  another. 

Mr.  J.  H.  Burton  has  made  the  same  obeeiration^ — ^^It  was 
an  early  doctrine  of  the  Political  Economists  that  labour  is  the 
measure  of  value.  Abstractly  this  may  be  true  ;  but  practically 
labour  is  a  thing  too  varied,  and  the  distinctions  between  its  dif- 
ferent aspects  are  of  too  subtie  a  character,  to  admit  of  its  being 
made  an  actual  measure  of  value.  Speaking  of  the  labour  that 
seems  to  be  merely  mechanical,  shall  we  measmre  by  the  locksmitli, 
the  machine  maker,  and  the  diaser  of  the  precious  metals,  or  shall 
we  measure  by  the  ploughman,  the  handloom  weaver,  and  the  net 
maker  ?  The  former  class  make  sums  varying  firom  8s.  to  15s.  a 
day,  and  even  more  :  the  latter  keep  pretty  dose  to  the  level  of  Is. 
When  we  come  to  the  field  of  intellectual  labour,  we  find  still  wider 
differences  ;  and  soon  see  that  it  is  impossible  to  establish  labour 
as  a  practical  measure.  To  speak  of  a  thing  being  worth  a  dajr's 
labour  generally,  is,  adopting  the  vulgar  but  discarded  pecuniary 
measure  of  value,  to  speak  of  it  as  of  some  value  between  Is.  and 
15s.  Nor  shall  we  be  more  successful  if  we  take  the  produce  of 
the  labour.  Who  can  compare  the  relative  worth  of  tiie  ploughing 
of  a  field,  the  weaving  of  a  web,  and  the  making  of  a  watch,  other- 
wise than  by  the  sums  they  will  respectively  bring  ?  Thus,  prac- 
tically, before  it  can  itself  serve  as  a  measure,  labour  must  be 
meted  out  by  that  other  measure  of  value  which  is  considered  so 
uncertain — ^money." 

9.  Smith,  firom  overlooking  this  very  obvious  consideration, 
has  involved  himself  in  immense  confusion  by  making  labour  the 
measure  of  value,  without  the  slightest  indication  of  what  kind  of 
labour  he  means. 

The  Physiocrates  made  the  earth  the  source  of  all  Wealth,  and 
greatiy  overlooked  the  importance  of  labour.  Smith,  as  a  reaction 
against  this,  begins  his  work  by  saying  that  the  annual  labour  of 

>  Political  atid  Social  Economy,  p.  22. 
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every  nation  is  tiie/und  which  originally  supplies  it  with  all  the 
neceasarieB  and  conveniences  of  life  whidh  it  annually  consumes  ! 
And,  after  describing  the  effects  of  the  division  of  labour^  he  says 
that  a  man  is  rich  or  poor  according  to  the  quantity  of  that  labour 
which  he  can  command,  or  which  he  can  afford  to  purchase.  The 
value  of  any  commodity,  therefore,  to  the  person  who  possesses 
and  who  means  not  to  use  or  consume  it  himself,  but  to  exchange 
it  for  other  commodities,  is  equal  to  the  quantity  of  labour  which 
it  enables  him  to  purchase  or  command.  Labour,  therefore,  is  the 
real  measure  of  the  exchangeable  value  of  all  commodities. 

**  The  exchangeable  value  of  everything  must  always  be  pre- 
dsely  equal  to  the  extent  of  this  power  which  it  conveys  to  its 


owner." 


Then,  by  a  most  extraordinary  confusion  of  ideas,  after  defining 
Yahie  to  mean  the  quantity  of  labour  which  anything  can  pur- 
eham  or  comnumdy  Smith  changes  his  idea  of  Value  into  the 
qaanti<y  of  labour  expended  in  obtaining  a  product.  Thus  con- 
founding Cost  with  Value. 

'^  Equal  quantities  of  labour  at  all  times  and  places  may  be  said 
to  be  equal  value  to  the  labourer  ( ! ! )    .    .    .    . 

**  The  price  which  he  pays  must  always  be  the  same  whatever 
may  be  the  quantity  of  goods  which  he  may  receive  in  return 
for  it.    .    .    . 

**  Labour  alone,  therefore,  never  varying  in  its  own  value,  is 
alone  the  ultimate  and  real  standard  by  which  the  value  of  all 
commodities  can  at  all  times  and  places  be  estimated  and 
compared.    .    .    • 

«  Labour,  therefore,  it  appears  evidently  is  the  only  universal, 
as  well  as  the  only  accurate  measure  of  value,  or  the  only  standard 
by  which  we  can  compare  the  values  of  different  commodities  at 
all  times  and  places." 

10.  The  absurdity  of  these  doctrines  is  glaring  and  astound- 
ing. Smith  says  that  equal  quantities  of  labour  are  always  of 
equal  value  to  the  labourer.  That  is  to  say,  that  whether  a  man 
receives  £10  or  £100  in  exchange  for  his  labour,  it  is  of  exactly 
the  same  value  to  him ! ! 

But  when  Smith  says  that  Labour  is  the  only  universal  measure 
of  value,  we  ask  at  once — ^What  kind  of  labour  ?  Is  it  the  labour 
of  the  agriculturist,  the  carpenter,  the  poet,  the  mathematician,  or 
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whafc  else  ?  Every  distinct  species  of  labour  is  a  distinct  oom^ 
modiiy,  jnst  like  every  distinct  q)ecies  of  wine,  which  has  a  value 
of  its  own  determined  by  the  general  Equation  of  Economics. 
How  can  the  value  of  the  labour  of  carpenters  be  affected  by  the 
demand  or  supply  of  the  labour  ol  artists  ?  or  the  value  of  the 
labour  of  ploughmen  be  afifected  by  the  demand  or  supply  of  Civil 
Engineers?  Even  if  any  one  particular  species  of  labour  be 
sdected,  it  is  no  more  fitted  to  be  a  measure  of  value  than  any 
other  commodity. 

11.  Labour,  then,  being  allied  by  Bmith  to  be  the  measure 
of  value,  and  the  quantity  of  labour  embodied  in  any  ocunmodity 
being  asserted  to  be  its  value,  by  a  gradual  and  natoral  perversion 
of  ideas  it  came  to  be  said  that  Labour  is  the  Oausb  of  all  value. 
But  to  confound  the  measure  of  value  with  the  eauee  of  value  is  as 
absurd  as  to  confound  the  meaeure  of  Force  with  the  eoMee  ot 
Force ;  or  to  confound  the  meaeure  of  Heat  with  the  eaum  ot 
Heat ;  to  suppose  that  the  Thermometer  is  the  tauss  of  Heat^  or 
that  the  Barometer  is  the  catise  of  the  weight  of  the  air ;  or  the 
Anemometer  the  cause  of  the  force  of  the  wind  I 

Money,  com,  and  many  other  commodities  have  been  used  as 
measures  of  Ydue  ;  therefore,  by  a  parity  of  reasoning,  it  might 
just  as  well  be  said  that  gold,  com,  or  these  other  measores  of 
value,  are  the  cause  of  all  Value. 

The  confusion  of  ideas  between  Labour  being  the  measure  of 
Value,  and  Labour  being  the  cause  of  all  Value,  is  so  palpable  that 
it  scarcely  needs  to  be  enforced  by  iUustration ;  but  yet  it  may  be 
as  well  to  give  one.  Suppose  I  wish  to  buy  a  tree  or  a  cow,  I 
might  very  well  agree  to  give  so  many  days'  labour,  or  so  much 
money  the  proceeds  of  so  many  days'  labour,  in  exchange  for  the 
tree  or  the  cow.  The  quantity  of  labour  or  money  I  am  willing  to 
give  for  the  tree  or  the  cow  is  the  measure  of  my  desire  to  possess 
them,  but  how  is  either  of  them  the  cause  of  the  Value  of  the 
tree  or  the  cow  ? 

12.  Ricardo  has  fiEdlen  into  exactly  the  same  conftudon  as 
Smith  regarding  Cost  and  Value.  The  very  first  day  that 
Bentham  read  his  work  he  wrote  back  to  him  that  it  was  ^tirely 
founded  on  a  confdsion  between  Cost  and  Value.  Whatelysays 

*  Logic,    Ajftpendix,    Ambiguaut  terms :    Vtiue, 
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^Tti,  Bicardo  appears  to  set  out  by  admitting  Adam  Smith's 
definition  of  Yalne  in  ezdiange.  But  in  the  greater  part  of  his 
**  Principles  of  Pditical  Economy  he  uses  the  word  as  synonymons 
with  Ooit:  and  by  this  one  ambigoiiy  has  rendered  his  great  work 
a  long  enigma."  He  begins  by  defining  the  valne  of  a  thing  to 
be  the  quantity  of  any  other  commodity  it  will  exchange  for,  and 
then,  in  chapter  20,  he  says — ^  I  cannot  agree  with  M.  Say  in 
estimating  the  value  of  a  commodity  by  the  abundance  of  other 
commodities  for  which  it  will  exchange."  He  estimates  the  value 
of  all  things  by  the  labour  employed  in  producing  them,  and  says 
that  labour  is  the  foundation  of  all  exchuigeable  value.  He 
entirdy  denies  that  natural  agents,  such  as  the  sun,  the  air,  &c.» 
can  add  exchangeable  value  to  any  product.  He  says — ''  They  are 
serviceable  to  us  by  increasing  the  abundance  of  production,  by 
making  men  richer,  by  adding  to  value  in  use;  but  as  they 
perform  their  work  gratuitously,  as  nothing  is  paid  for  the  use  of 
air,  of  heat,  of  water,  the  assistance  which  they  afford  us  adds 
nothing  to  value  in  exchange ! " 

A  multitude  of  writers  have  asserted  that  Labour  is  the  cau$e 
of  all  Wealth. 

Thus,  McGulloch  says^ — ^^When  it  is  said  that  an  article  or 
product  is  possessed  of  exchangeable  value  it  is  meant  that  there 
are  individuals  disposed  to  give  some  quantity  of  labour,  or  of 
some  other  article  or  product,  obtainable  only  by  means  of  labour, 
in  exchange  (or  it. 

**  In  its  natural  state  matter  is  very  rarely  possessed  of  any 
immediate  or  direct  utility,  and  is  invariably  desHhUe  of  value. 
The  labour  required  to  appropriate  matter,  and  to  fit  and  prepare 
it  for  our  use,  is  the  only  means  by  which  it  acquires  value,  and 
becomes  Wealth."  ^ 

**  Smith  has  shewn  that  Labour  is  the  only  source  of  wealth."' 

'^The  labour  which  is  thus  employed  is  the  only  source  of 
wealth.  Nature  spontaneously  furnished  the  matter  of  which  all 
commodities  are  made;  but  until  labour  has  been  implied  to 
appropriate  that  matter,  or  adapt  it  to  our  use,  it  is  wholly 
destitute  of  value,  and  is  not,  nor  ever  has  been,  considered 
as  forming  wealth."^ 

Quoting  from  Locke,  he  says^ — ^^'None  of  the  spontaneous 

>  Mneiplei  qf  JPoUHeal  Eoonomif,  jp.  S. 
«  Ibid.,  p,  148.       »  Ibid,,  p.  63,       «  /Wtf.,  p.  61.       »  lUd.,  p.  «7. 
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products  of  nature  has  any  yalue  except  what  it  derives  from  the 
labonr  required  for  its  appropriation.  The  utility  of  such  products 
makes  them  be  demandecj^  but  it  does  not  give  them  value,  which 
can  be  communicated  only  by  the  agency  of  voluntary  labour  of 
some  sort  or  another.  An  object  which  it  does  not  require  any 
portion  of  labour  to  appropriate,  or  to  adapt  to  our  use,  may  be  of 
the  very  highest  utility ;  but  as  it  is  the  free  gift  of  nature,  it  is 
utterly  impossible  that  it  should  possess  the  smallest  value !" 

'^  It  is  to  labour,  therefore,  and  to  it  only,  that  man  owes 
everything  possessed  of  value."  ^ 

So  many  other  writers  have  followed  in  the  same  strain :  thus 
Carey,  the  well  known  American  Economist,  says — *^  That  labour 
is  the  sole  cause  of  Value." — "  Pearls  may  be  found  by  those  who 
do  not  seek  them,  and  meteoric  iron  may  be  a  gift  to  those  who 
little  anticipate  its  reception,  while  others  may  seek  for  pearls  or 
dig  for  iron  without  profitable  results.  These  are  accidents  which 
do  not,  in  the  slightest  degree,  miUtate  against  the  assertion  that 
all  value  is  the  result  of  labour !  Nine  hundred  and  ninety-nine 
out  of  every  one  thousand's  parts  of  these  annually  created  are 
BO,  and  the  exceptions  are  too  slight  to  be  deserving  of  considera- 
tion.   They  are  just  sufficiently  numerous  to  prove  the  rule ! ! " 

This  paragraph  alone  is  sufficient  to  prove  Carey's  want  of 
scientific  spirit.  What  person  who  had  the  slightest  knowledge  of 
Inductive  science,  but  would  smile  to  hear  that  exceptions  prove 
the  rule !  a  fact  that  is  totally  irrecondleable  with  a  theory  is  the 
proof  of  the  theory !  This  is  truly  something  new  in  science.  In 
the  old  world  facts  are  the  tests  of  theories,  and  though  999 
instances  may  seem  to  suit  a  theory,  it  is  universally  held  that  the 
thousandth,  which  does  not  agree  with  it,  disproves  it.  Now  as  a 
matter  of  fact  by  far  the  greater  portion  of  things  of  value  have 
no  labour  associated  with  them  at  all. 

13.  McCulloch  adopts  and  enforces  Bicardo's  extraordinary 
doctrine  that  natural  agents,  the  sun,  the  air,  fertilising  showers, 
have  no  effect  on  the  exchangeable  value  of  the  products  and 
Ihiits  of  the  earth.  He  says^ — "  That  commodities  could  not  be 
produced  without  the  co-operation  of  the  powers  of  nature,  is 
most  certain;  and  we  are  very  far  indeed  from  seeking  to 
depreciate  the  obligations  we  are  under  to  our  common  mother,  or 

>  PHmdjpUi  of  PMieal  Economy,  p.  71.       >  Ibid,,  B,  /.,  c^  1« 
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from  endeaToormg  to  exalt  the  benefits  man  owes  to  his  own 
exertions  by  concealing  or  nnderrating  those  which  he  enjoys  by 
the  bounty  of  nature.  Bnt  it  is  the  distinguishing  characteristic 
of  the  services  rendered  by  the  latter  that  they  are  gratuitous. 
They  are  infinitely  usefhl,  and  they  are  at  the  same  time  infinitely 
chei^.  They  are  not  like  human  services,  sold  for  a  price ;  they 
are  merely  appropriated.  When  a  fish  is  caught  or  a  tree  is  felled, 
do  the  nereids  or  wood  nymphs  make  their  appearance,  and 
stipulate  that  the  labour  of  nature  in  its  production  should  be 
paid  for  before  it  be  carried  off  and  made  use  of  by  man  ?  When 
the  miner  has  dug  his  way  down  to  the  ore,  does  Plutus  hinder  its 
appropriation  ?  Nature  is  not,  as  so  many  would  have  us  suppose, 
frugal  and  grudging.  Her  rude  products  and  her  various  capaci- 
tie8  and  powers  are  all  offered  freely  to  man.  She  neither  demands 
nor  receives  a  return  for  her  ^vours.  Her  services  are  of  inesti- 
mable utility ;  but,  being  granted  freely  and  unconditionally,  they 
are  wholly  destitute  of  value,  and  are  consequently  without  the 
power  of  communicating  that  quality  to  anything." 

Will  it  be  believed  that  after  having  enforced  in  the  preceding, 
as  well  as  in  many  other  passages  too  numerous  to  quote,  the 
doctrine  that  Labour  is  the  sole  cause  of  all  Wealth  and  of  all 
Value,  he  afterwards  says^ — ^^  Demand  may,  therefore,  be  cou- 
ttdered  as  the  ultimate  source  or  origin  of  both  exchangeable  and 
real  value ;  for  the  desire  of  individuals  to  possess  themselves  of 
articles  or  rather  the  demand  for  them  originating  in  that  desire  is 
the  sole  cause  of  their  being  produced  or  appropriated." 

Now  in  this  latter  passage,  McOnlloch  is  like  the  cow  which, 
after  having  given  a  full  pail  of  milk,  kicks  it  over.  The  whole 
of  his  previous  system  which  he  has  been  enforcing  with  so 
much  trouble  is  based  on  the  doctrine  that  Labour  is  the  source  of 
all  Wealth  and  the  cause  of  all  Value.  But  now  he  says  that 
DocAND  is  the  true  source  of  all  Value !  But  this  is  exactly 
the  doctrine  which  we  have  uniformly  inculcated  throughout — Thai 
U  is  not  Labour  wkkh  is  the  came  of  Value,  but  Valm  which  is  the 
inducement  to  Labour;  and  that  it  is  not  the  Labour  of  the  Producer 
which  constitutes  a  thing  Wealth,  but  the  Denmnd  of  the  Consumer. 

14.  Nothing  can  be  more  extravagantly  absurd  than  to  say 
that  the  products  of  the  earth  owe  their  value  exclusively  to 

*  PrmdpUs  of  PoUUad  Economy t  p.  S15. 
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labonr,  and  that  natural  agents,  the  son,  air,  refreshing  showerB, 
add  nothing  to  their  exchangeable  valne.  Is  it  hnman  labour 
which  makes  com  grow,  and  fruit  rip^i  ?  Is  it  human  labour 
which  makes  cattle  and  timber  trees  grow !  Wheat  is  grown  in 
the  North  of  Scotland  at  great  cost  and  with  great  laboor,  and  it 
is  bnt  seldom  of  the  first  quality.  Wheat  is  grown  in  Essex  not 
with  more  labour  or  cost,  but  is  usually  of  £»  superior  quality  in 
consequence  of  the  superior  climate ;  and  consequently  it  sella  for 
a  higher  price  in  the  market.  How  is  the  higher  price  of  Essex 
wheat  due  to  greater  labour?  Can  any  one  in  his  senses  fisdl  to 
perceive  that  the  superior  climate  greatly  affects  its  value  in  the 
the  market  ?  If  the  sun,  air,  and  showers  in  no  way  affect  value, 
unripe  fruit  ought  to  be  of  the  same  value  as  ripe  fruit.  All 
products  of  the  earth  are  confined  to  certain  climates  in  which 
they  attain  perfection.  But  the  labour  and  cost  of  growing  them 
in  climates  in  which  they  never  attain  maturity  is  quite  equal  to 
that  of  growing  them  in  a  suitable  climate,  and,  consequenUy,  the 
immature  product  ought  to  be  of  the  same  value  as  the  matoie 
product 

If  the  operations  of  nature  cannot  add  to  the  value  of  ihe 
products  of  the  earth,  by  a  parity  of  reasoning,  of  course,  neither 
can  they  take  away  from  their  value.  Therefore,  fixdt  which  has 
become  rotten,  fish  or  meat  which  has  become  putrid,  beer  which 
has  turned  sour,  timber  which  has  decayed,  ought  to  be  of  pre- 
cisely the  same  value  as  fruit  in  its  prime,  fresh  fish  or  meat,  good 
beer,  and  sound  timber.  Tempests  and  storms  of  all  sorts  cannot 
take  away  from  the  value  of  the  crops  they  destroy,  because  the 
labour  remains  exactly  the  same.  In  fiu^,  the  absurd  oonsequences 
of  this  doctrine  are  so  glaring  that  any  one  who  reflects  upon  it 
for  an  instant  can  suggest  to  himself  innumerable  cases  of  its 
folly. 

According  to  this  doctrine  of  Bicardo  and  McGulloch,  if  a  man 
sees  a  large  nugget  of  gold  or  a  large  diamond  lying  on  the 
ground  they  have  no  value ;  and  it  is  only  ihe  labour  of  picking 
them  up  which  gives  them  value !  Is  it  necessary  to  waste  words 
to  refrite  such  folly  ? 

Strictly  speaking,  of  course,  neither  Labour  nor  natural  agents 

create  Value.    For  Value  resides  only  in  the  mind.    Both  Labour 

•  and  the  agency  of  nature  are  in  vain,  if  there  be  no  desire  for  the 

products.    As  there  may  be   numberless   products   of  Labour 
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wholly  destitate  of  Valae,  so  eqaally,  there  are  ntimberless 
prodncts  of  nature  whidi  have  no  Value.  Labour  and  the  agency 
of  nature  only  affect  Value  when  they  make  a  product  more 
dedrable,  bo  ttiat  the  Demand  for  the  product  is  greater  in  one 
condition  tiian  the  other.  So  also  ill-directed  labour  and  the 
agency  of  nature  may  make  a  product  less  de6irabl^,  and  so 
jimininh  Value,  because  the  product  will  be  less  demanded. 

What  we  wish  to  enforce  is  evident.  Labour  and  the  agency 
of  nature  stand  exactly  on  the  same  footing  with  regard  to  Value. 
All  that  either  of  them  can  do  is  to  change  the  condition  of  the 
producL  If  it  is  more  desired  in  the  new  form  it  has  greater 
Value,  if  it  is  less  desired,  it  has  less  Value  i  and  either  result 
may  take  place  according  to  circumstances.  But  the  actual 
Vaboe  is  determined  solely^  by  the  relation  of  the  Supply  to  the 
Demand.  In  an  un&vourable  year  com  of  a  very  inferior  quality 
may,  in  consequence  of  its  scarcity,  sell  for  a  very  much  higher 
price  than  the  very  best  quality  of  com  in  a  very  favourable  year, 
in  consequence  of  its  exceeding  abundance.  But  at  the  same  time 
oom  of  a  superior  quality  will  always  sell  at  a  higher  price  than 
anm  of  an  inferior  quality. 

Thus  Demand,  and  not  Labour,  is  the  sole  cause  of  Value :  and 
tho  relation  between  the  Demand  and  the  Supply  is  the  sole 
regulator  of  Value. 

16.  Hence  all  Labour  which  is  demanded  and  paid  for,  has 
Value  itself,  and  is  wealth,  no  matter  whether  it  terminate  in  a 
material  product  like  that  of  artisans  and  ploughmen,  or  whether 
it  perishes  in  the  act  of  production,  such  as  that  of  actors,  singers, 
lawyers,  and  professional  men  of  all  sorts. 

And  aU  Labour  isprodtietiue  which  draws  forth  some  remunera- 
tion or  reward  in  exdiange  for  itself,  no  matter  whether  it  is 
embodied  in  a  material  product  or  not.  He  who  earns  an  income 
bj  his  labour  can  live  on  his  earnings,  no  matter  whether  it  is 
embodied  in  a  material  object  gt  not  $  whether  he  has  earned 
them  in  a  profession  or  by  selling  gold  watches,  clothes,  buns,  or 
soda  water. 

The  exchange  of  the  Labour  for  its  reward  is  one  exchange.  If 
there  be  a  material  product  as  the  result  of  the  labour,  that 
material  product  may  be  exchanged  away  for  something  else. 
But  that  is  a  distinct  exchange  without  any  connection  with  the 

I  2 
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former  exchange.  And  indeed  the  product;  may  have  very  little 
valne  compared  to  its  cost,  and  may  not  even  be  intended  to  have 
any.  As,  for  instance,  a  grand  cathedral  may  be  erected  at  an 
enormous  expense ;  the  labour  which  the  workmen  give  in  ex- 
change  for  their  wages  is  wealth  to  them :  but  what  would  be  the 
selling  value  of  the  cathedral  ?  What  would  be  the  selling  value 
of  our  pubUc  buildings  and  monuments?  The  country  paid 
immense  sums  for  our  old  line-of-battle  ships,  but  when  iron-dads 
came  in  what  was  the  selling  value  of  the  old  wooden  screw 
liners? 

These  and  innumerable  other  instances  which  will  suggest 
themselves  to  any  person  of  practical  experience,  shew  the  utter 
fallacy  of  the  doctrine  that  Labour  is  either  the  Meamfre  or  the 
Cause  of  Value. 

16.  When  one  person  sells  to  another  the  right  to  his  Labour 
or  services,  of  any  description,  he  becomes  the  servant  of  that 
person,  and  the  remuneration  he  receives  is  properly  termed 
Wages  in  our  homely  old  English,  whatever  be  the  nature  of  the 
Labour  or  the  rank  of  the  Labourer.  Modem  refinement^ 
however,  in  many  cases  disdains  this  name,  which  is  now  usually 
confined  to  the  sum  paid  for  manual  labour.  Labourers  who 
consider  themselves  of  a  higher  sort  afiect  other  names  for  their 
rewards.  Officers  in  the  services  speak  of  their  Pay;  professional 
men  of  their  Fees;  employes  of  all  sorts  of  their  Salary.  But  all 
these  names  merely  denote  the  reward  for  labour ;  and  all  who 
receive  them  are  labourers,  whatever  tjieir  rank  or  the  nature  of 
their  labour  may  be. 

17.  Labour,  then,  being  clearly  understood  to  be  an  exchange- 
able commodity  by  itself.  Economists  agree  that  its  Value  is 
governed  by  the  general  law  of  Demand  and  Supply.  But  in  the 
application  of  this  law  a  very  serious  omission  is  usually  made. 
Thus,  among  many  others.  Senior  says^  that  the  Bate  of  Wages 
depends  ^'on  the  extent  of  the  Fund  for  the  maintenance  of 
Labourers  compared  with  the  number  of  labourers  to  be  main- 
tained." And  Mill  says^ — ^'^  Wages  depend  mainly  upon  the 
demand  and  supply  of  labour ;  or,  as  it  is  often  expressed,  on  the 

I  B)Utiad  Ecomomy,  p.  168. 
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proportion  between  population  and  capital There  is 

unfortunately  no  mode  of  expressing  by  one  familiar  term  the 
aggregate  of  what  may  be  called  the  wages  fund  of  a  country ; 
and  as  the  wages  of  productiye  labour  form  nearly  the  whole  of 
that  fond,  it  is  usual  to  overlook  the  smaller  and  less  important 
part»  and  to  say  that  wages  depend  upon  population  and  capital. 
It  will  be  couTenient  to  emptoy  this  expression,  remembering, 
however,  to  consider  it  as  ellipticsd,  and  not  as  a  literal  statement 
of  the  entire  truth. 

''  With  these  limitations  of  the  terms,  wages  not  only  depend 
on  the  relative  amount  of  Capital  and  population,  but  cannot, 
under  ike  rule  of  competition,  be  affected  by  anything  else. 
Wages  (meaning,  of  course,  the  general  rate)  cannot  rise  but  by 
an  increase  of  the  aggr^ate  fonds  employed  in  hiring  labourers, 
or  a  diminution  in  the  number  of  competitors  for  hire ;  nor  &11, 
except  either  by  a  diminution  of  the  fhnds  devoted  to  paying 
labour,  or  by  an  increase  in  the  number  of  labourers  to  be  paid." 

Now  when  these  writers  say  that  wages  cannot  be  affected  by 
anyttiing  else  but  the  relative  amount  of  capital  and  population, 
they  evidently  omit  a  most  important  element  affecting  the  Rate 
of  Wages,  namely,  the  Quantity  of  Work  to  be  done. 

There  are  evidently  two  classes  of  cases,  one  where  the  quantity 
of  work  to  be  done  remains  fixed,  or  can  only  be  increased  within 
very  narrow  limits,  the  other  where  it  can  be  multiplied 
indefinitely. 

Thus  in  agriculture  the  quantity  of  work  to  be  done  on  a  farm 
is  very  nearly  a  fixed  quantity.  When  a  farm  has  once  been 
brought  into  a  state  of  high  cultivation,  the  quantity  of  labour  it 
requires  is  very  nearly  a  fixed  quantity ;  and  if  the  agricultural 
population  multiplies  beyond  the  demand  for  it,  agricultural  wages 
must  fall  notwithstanding  any  rise  that  may  take  place  in  manu- 
bcturing  districts. 

But  the  case  is  different  in  manufactures.  The  demand  for 
manufactures  can  usually  be  met  to  any  extent.  The  quantity  of 
work  to  be  done  in  manufactures  may  increase  faster  than  any 
increase  of  population,  and  the  increase  is  effected  by  the  extension 
of  machinery.  The  wages,  therefore,  and  the  condition  of  the 
people  in  a  manufacturing  district  may  constantly  improve,  while 
the  condition  of  an  agricultural  population  may  remain  stationary, 
and  even  retrograde.    So  improved  processes  in  machinery  may 
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saj^xnrt  an  increaaed  mannfiictaring  popoladonf  becauae  they  tend 
to  lower  ttie  price  of  the  product^  and  so  incanease  the  demand  for 
it;  bat  improTed  piooeBBea  in  madiinery  caoae  agricoltore  to 
require  a  diminiahed  pc^Hilatiim :  becaoae  in  mana&ctnreB  in- 
creaaed  madiineiy  increaaea  and  mnltqpliea  pipdnctB ;  bnt  in  agri*- 
Goltare  ita  principal  effect  ia  to  aiqieraede  labour.  When  the 
harrest  ia  grown  the  we  of  reaping,  threshing,  and  other  machinea 
IB  not  to  mnltq^  the  prodacto,  but  to  aiqpenede  and  eoonomiae 
the  laboor  neceasaiy  to  gather  them  in  and  prepare  them  for  nae. 

Thna  the  main  and  primary  porpoae  of  machinery  in  mann- 
fiictares  ia  to  mnltifdy  and  increaae  prodnction;  its  seoondaiy 
effect^  though  no  donbt  a  most  inqxurtant  one,  ia  to  diminiah  the 
cost  of  prodnction,  because  it  costs  less  to  erect  and  maintain  the 
machinery  than  to  mountain  the  number  of  men  who  could  do  an 
equal  amount  of  work :  bat  in  agriculture  the  main  and  primary 
purpose  is  to  diminish  the  cost  of  production. 

The  effect  of  artificial  manures^  draining,  &a,  ia  chiefly  to 
multiply  the  quantity  of  grain  on  each  stalk,  not  ao  much  to 
multii^y  the  number  of  stalks.  Oonsequently  there  is  but  Teiy 
little  more  labour  required  to  reap  a  field  of  wheat  which 
yields  50  bashels  to  the  acre  than  one  which  yield  only  80 
bushels. 

Thus  the  main  e£fect  of  machinery  in  manufiM^tores  is  to  increase 
the  quantity  of  produce  of  any  given  number  of  persons ;  the 
main  effect  of  machinery  in  agriculture  is  to  diminish  the  number 
of  people  requisite  to  obtain  a  given  amount  of  produce.  No 
doubt  the  effect  in  both  cases  ia  to  increase  the  quantity  of  produce 
compared  to  the  population ;  but  there  is  this  most  important 
difference  between  the  two  cases;  manufEk^tures  can  usually 
absorb  and  provide  for  the  increase  of  its  own  population ;  and  not 
only  that,  it  absorbs  and  provides  for  a  large  amount  of  immigra- 
tion from  other  quarters.  But  agriculture  can  not  provide  for  and 
absorb  the  natural  increase  of  its  own  population ;  and  what  is  to 
become  of  the  superfluous  agricultural  population  is  a  very  serious 
consideration  indeed.  If  manufactures  were  only  called  upon  to 
provide  for  the  natural  increase  of  its  own  population,  manufiEM^- 
turing  wages  would  constantly  tend  to  rise ;  if  agriculture  were 
called  upon  to  provide  for  all  the  increase  of  its  own  population, 
wages  would  constantly  tend  to  fall.  What  in  some  measure  tends 
to  lower  wages  in  manufactures  and  to  raise  wages  in  agriculture 
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is  the  constant  flow  of  the  siqperflnous  popnlation  in  agricnltnre  to 
mann&ctores. 

The  common  doctrine,  then,  that  Wages  depend  only  on  the 
ratio  of  Popnlation  to  Capital  must  be  rectified  by  the  introduction 
of  another  most  important  element,  namely,  the  Quantity  of  Work 
to  be  done.  Thus  the  pctnal  amount  of  wages  depend  upon  the 
quantity  of  work  to  be  done,  the  labourers  seeking  to  do  it,  and 
the  fimds. 

And  this,  among  innumerable  other  cases,  shews  the  impossi- 
biliiy  of  making  Labour  the  measure  of  Value,  because  different 
kinds  of  Labour  are  constantly  changing  in  their  Value. 

18.  It  is  often  said  that  Wages  depend  upon  the  ratio  between 
Peculation  and  Capital,  as  if  all  the  money  spent  as  wages  is 
Capital  This,  however,  is  a  great  error.  The  slightest  reflection 
will  shew  that  all  the  money  giyen  in  exchange  for  services  or 
labour  can  by  no  means  be  (»lled  Capital;  i,  e.,  expended  for  the 
purpose  of  making  a  profit  by  it.  A  very  large  portion  of  the 
money  spent  in  wages  is  not  Capital  but  Income.  Thus  the  wages 
of  domestic  servants,  the  money  paid  for  professional  serrices  of 
all  sorts,  is  not  Capital  but  Income. 

Wages  only  spent  for  the  purpose  of  profit,  audi  as  manufao- 
toring,  agricultural,  and  commercial,  are  Capital. 

Now  there  is  an  important  difference  to  be  observed  respecting 
Wages  spent  as  Income,  and  Wages  expended  as  Capital.  In  the 
fonner  case  there  is  no  limit  to  the  absolute  rule  of  Demand  and 
Supply ;  in  the  latter  there  is. 

If  I  want  professional  services  of  the  highest  order  there  is  no 
limit  to  the  sum  which  must  be  paid.  A  surgical  operation  of 
great  delica<7  which  may  only  last  a  minute  may  cost  perhaps 
£150  when  performed  by  a  person  of  the  most  eminent  skill.  A 
rery  distinguished  counsel  has  been  known  to  receive  £2,000  for 
half-an-hour's  work.  So  the  Wages  which  an  opulent  nobleman 
may  have  to  give  his  head  cook,  or  gardener,  are  determined  by 
nottiing  but  the  Law  of  Demand  and  Supply. 

But  when  Wages  are  expended  as  Capital  the  case  is  different. 
In  such  cases  the  amount  which  a  Capitalist  can  afford  to  pay  as 
Wages  is  limited  and  controlled  by  the  profits  which  he  expecte  to 
make  by  the  sale  of  the  product.  If  the  price  of  the  product 
could  be  raised  indefinitely,  wages,  no  doubt,  might  also  rise 
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indefinitely.  But  that  is  rearj  fiur  fhmi  being  the  case.  No 
expenditure  upon  the  prodnct  can  force  np  its  price  indefinitely. 
The  value  of  the  prodnct  is  regulated  by  the  great  general  Law  of 
Demand  and  Supply;  and,  consequently,  as  no  Capitalist  can 
continue  to  prodnce  for  any  length  of  time  unless  he  receiyes  the 
ordinary  rate  of  profit,  he  cannot  afford  to  give  more  as  wages 
than  ^ill  allow  him  to  obtain  that  profit.  Hence,  if  he  cannot 
reduce  wages  he  must  cease  to  produce.  Thus  in  ail  cases  where 
Wages  are  expended  as  Capital,  there  is  a  natural  limit  which 
ihey  can  by  no  possibility  exceed — ^however  much  they  may  &dl 
below  it. 

19.  Many  writers  seem  to  think  that  there  is  some  definite 
fhnd  set  apart  for  the  maintenance  of  Labourers,  which  they  call 
the  "  Labour  ftmd,*  or  the  "  Wages  fund,"  whidi  they  suppose 
regulates  wages. 

Thus,  as  we  have  already  quoted  from  Senior,  who  says  that  the 
proximate  cause  which  decides  the  rate  of  wages  **  is  the  extent  oi 
THE  Fund  [What  fund?]  for  the  maintenance  of  labourers 
compared  with  the  niunber  of  labourers  to  be  maintained." 

So  Jones,  who  confines  Wealth  to  material  objects  only,  says 
Wages  depend  on  die  amount  of  Wealth,  devoted  to  maintaining 
Labourers. 

**  The  amount  of  Wealth  devoted  to  the  maintenance  of  labour 
constitutes  the  labm^  fund  of  the  world,  and  the  amonnt  so 
devoted  in  any  country  constitutes  the  Labour  fhnd  of  that 
country." 

'^  The  third  division  of  the  labatcr  fund  consists  of  what  is 
properly  called  Capital,  that  is,  of  the  stored  np  results  of  past 
labour,  used  with  a  view  to  profit."  ^ 

So  Mill  says  that  unfortunately  there  is  no  mode  of  expressing 
by  one  &miliar  term  the  aggregate  of  what  may  be  csJled  the 
**  Wages  fund  "  of  a  country. 

Here  we  have  distinctly  affirmed  that  Wages  depend  npon  the 
aggregate  funds  employed  in  hiring  labourers. 

"  Since,  therefore,  the  rate  of  wages  which  results  ftx)m  compe- 
tition distributes  the  whole  wages  fund  among  the  whole  labouring 
population."^ 

1  Lectures  on  Political  Economy^  pp.  114,  414,  415,  420. 
2  MiU.    PrincipUa,  B.  II.,  cA.  12. 
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Bat  what  is  this  Wages  fond  ? 

'^Now  all  these  writers  affinn  that  the  ^^  Wages  fond"  consists 
of  Capital,  which  they  say  is  the  accnmulation  of  the  savings  of 
the  ptut  They  maintain  that  it  is  only  increased  Capital  that  can 
lead  to  the  increased  employment  of  labonr^  and  that  increased 
Capital  can  only  arise  from  the  increased  savings  of  the  past. 

20.  Bat  is  this  the  &ct  ?  Is  the '' Wages  fond  "  confined  to 
material  money,  the  fraits  of  past  savings  ?  Are  wages  paid  in 
nothing  bat  specie  ?  No  one  who  has  the  slightest  knowledge  of 
practical  bosiness  can  fail  to  perceive  that  snch  an  idea  is  atterly 
erroneous.  Every  practical  man  knows  that  an  enormoas  mass 
of  Wages  is  paid  in  Credit. 

We  will  take  the  example  of  Scotland,  because  the  system  of 
Credit  has  been  bronght  to  a  greater  state  of  development  and 
perfection  in  that  country  than  in  any  other ;  though  it  is  nothing 
but  a  practical  exemplification  of  the  Theory  of  Credit  which  was 
brought  to  perfection  by  the  Boman  Lawyers  1,800  years  ago. 

Suppose,  as  has  been  the  case  there,  there  are  large  tracts  of 
unreclaimed  but  improvable  land ;  suppose  also  there  are  abundance 
of  people,  who  perhaps  manage  to  exist  on  some  scanty  sustenance 
but  have  no  work  to  occupy  their  time.  There  being  no  money 
to  employ  these  people  they  stand  idle,  and  the  land  lies  waste. 

Suppose,  as  has  oiten  been  the  case,  a  wealthy  merchant  buys 
this  property,  and  brings  down  with  him  10,000  sovereigns.  He 
sets  the  people  to  work,  they  reclaim  the  land  and  sow  it ;  in  due 
time  the  harvest  is  reaped,  and  in  course  of  time  the  £10,000  is 
restored  to  the  proprietor  with  a  profit ;  and  the  reclaimed  land 
yields  an  annual  rent  for  ever.  Now  these  10,000  sovereigns  are 
undoubtedly  the  result  of  past  labour,  they  have  been  used  as 
Capital,  and  have  formed  pcurt  of  the  wages  fond. 

But  suppose,  again,  exactly  the  same  state  of  matters ;  fertile 
redaimable  land;  idle  people  waiting  to  be  employed;  but  no 
rich  merchant  with  his  box  of  sovereigns. 

A  Bank,  however,  seeing  this  state  of  matters,  and  also  that 
there  are  trustworthy  and  industrious  farmers  and  proprietors, 
opens  a  branch  in  the  district  and  sends  down  a  box  with  10,000    * 
£1  notes. 

It  advances  these  notes  to  the  proprietors  and  farmers ;  they 
hire  the  labourers,  and  pay  their  wages  in  these  £1  notes ;  the 
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labonrers  bay  their  food  and  clothes  wiUi  these  £1  notes,  which 
are  nniversally  received  thronghoat  the  oonntiy,  exactly  aa  if  they 
were  soyereigns. 

In  shorty  these  £1  notes  produce  exactly  the  same  effects  as  if 
they  were  so  many  soyereigns.  The  land  is  reclaimed  and  sown, 
and  prodnces  exactly  the  same  reyenne  aa  if  it  had  been  reclaimed 
by  means  of  money.  The  proprietors  and  farmers  repay  the  bank 
its  advances  gradually,  and  in  course  of  time  the  debt  is  ex- 
tinguished, and  it  yields  an  annual  rent  for  ever.  But  equally  in 
both  cases  the  land  has  been  changed  from  a  dreary  desert  into 
smiling  com  fields. 

Now  Wages  have  been  paid  in  these  £1  notes ;  and  therefore 
they  have  been  part  of  the  **  Wages  fund*"  Have  they  not  been 
**  Coital  ^  as  much  as  so  much  money  ?  The  Bank  has  gained 
the  same  profit  by  advancing  them  as  if  they  were  actual  money ; 
the  proprietors  and  farmers  have  gained  the  same  profits  by 
reclaiming  the  land  by  their  use  as  if  they  were  money.  They 
have,  then,  produced  tiie  same  effects  to  the  whole  oonmiunity  aa 
if  they  had  been  money.  They  were  therefore  "  Capital "  in 
exactly  the  same  sense  as  money  is ''  GapitaL"  But  were  they  the 
result  of  saving  ? 

Similarly  all  public  works  in  Scotland  are  formed  in  precisely 
the  same  way;  lands,  railways,  docks,  roads,  harbours,  &c. 
Whenever  the  construction  of  one  of  these  great  works  is  deter- 
mined on  the  projectors  go  to  a  Bank,  and,  on  receiving  proper 
asecurity,  it  creates  a  Gash  Credit  in  their  favour,  and  issues  the 
xequisite  number  'of  £1  notes — ^pure  Credit — and  the  work  is 
constructed  by  means  of  these  notes  exactly  as  if  they  were  so 
many  sovereigns.  They  have  been  part  of  the  *'  Wages  fund," 
.and  have  been  ^'  Capital "  exactly  as  if  they  had  been  sovereigns : 
that  is,  they  have  been  used  to  produce  a  profit  just  like  money. 
What  becomes,  then,  of  die  doctrine  that  the  "  Wages  fund " 
consists  exclusively  of  the  accumulation  of  past  labour  ?  or  that 
-^^ Capital"  is  restricted  to  the  sayings  of  past  labour?  What 
})eoomes  of  Mill's  fundamental  proposition  that — Industry  is 
limited  by  Capital?  Unless  Credit  be  admitted  to  be  Capital, 
ithe  proposition  is  wholly  untrue. 

Hence  we  see  that  not  only  the  accumulation  of  past  profits  is 

brought  into  the  ^^  Wages  ftmd,"  but  also  the  anticipation  of 

Juture  profits.    As  we  have  over  and  over  again  set  fovthr^JSvery 
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fvha-B  Profit  has  a  Pbbsent  Valus— and  tiiat  PremU  VaJm 
may  be  brought  into  the  ^'  Wages  fond  "  and  made  '^  Capital "  of, 
exactly  in  the  same  way  as  the  accomolation  of  the  past. 

But  exactly  the  same  process  goes  on  in  every  branch  of 
industry,  manofiEMStnring  and  commerdaL  The  anticipated  pro- 
ceeds of  the  fiitore  are  capitalised  and  brought  into  the  *^  Wages 

fimd,"  and  conduce  to  production  exactly  in  the  same  way  as  so 
mudi  money* 

And   this   doctrine   we   shall   find  fdlly  admitted  by  Mill. 

**  Wealth,"  he  says,  ''  is  anything  which  has  purchasing  power  " 

— **  Credit,"  again  he  says,  *'  is  purchasing  power."  Therefore,  by 

his  own  admission.  Credit  is  Wealth.    Again,  he  says  that  ^'  Bank 

Notes,  Bills  of  Exchange,  and  Cheques  circulate  as  money,  and 

perform  all  the  fimctions  of  it."    Now  these  documents  are 

simply  the  Bights  to  fhture  payment,  and  are  Credit.    And  as 

Hill  admits  they  perform  all  the  functions  of  money,  they,  of 

course,  equally  with  money,  may  be  used  as  Capital,  and  form  part 

of  the  **  Wages  fimd."    Thus  we  see  amply  admitted  by  Mill  the 

doctrine  we  have  so  often  inculcated  that — ^Every  future  payment 

has  a  PsESENT  Valxte — ^which  may  be  bought  and  sold  exactly 

like  money,  and  perform  all  the  fimctions  of  money,  and  is 

therefore  Wealth  in  itself. 

21.  The  complete  fallacy  of  the  doctrine  that  the  **  Wagea 
fimd"  is  limited  to  existing  specie  has  also  been  observed  by  Mr» 
Longe^ — **  The  theory  that  the  wages  of  labourers  is  limited  by 
the  amount  of  capital  which  their  employers  have  at  their  dis- 
posal prior  to  the  sale,  and  independent  of  the  price  of  their 
goods,  is  very  fitvourable  to  the  doctrine  somewhat  in  vogue  among 
master  manufacturers,  &at  the  labourer  has  no  right  to  look  to 
the  market  price  of  the  goods  which  he  makes,  or  assists  in 
making,  as  a  measure  of  the  sum  which  his  employers  would  bo 
able  to  pay  in  wages.  Of  late  years,  however,  the  workmen  ia 
most  of  these  trades  have  become  too  powerfiil  and  too  intelligent 
to  be  hoodwinked  in  this  way,  and  employers  have  found  it 
necessary  to  impress  on  their  workmen  that  it  is  not  their  means,. 
Jmt  the  purehasenf  demand,  whkh  limits  the  amount  which  (hey  can 
afford  to  pay  as  wages.  In  the  late  dispute  in  the  iron  trade, 
when  the  employers  teught  an  unruly  and  high  paid  class  of 

1  A  fx/vtelKW  of  1A0  Wage9  Fund  Th€ory  of  Modem  PoUtML  Eoonon^,  p.  49. 
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workmen  the  wholesome  lesson  tliat  employers  can  combine  as 
well  as  labonrersy  the  more  intelligent  workmen  discussed  the 
question  on  the  proper  ground^  viz.,  with  reference  to  the  pur- 
chasers' demand  for  the  finished  goods,  and  their  power  of 
supplying  themselves  elsewhere,  if  the  English  supply  was  too 
dear ;  and  it  being  die  general  opinion  that  the  works  could  not 
be  kept  going  unless  the  price  of  iron  was  reduced,  the  whole  body 
of  ironworkers,  with  the  exception  of  the  North  Stafibrdshire  men, 
agreed  to  submit  to  the  proposed  reduction  of  wages." 

22.  The  most  grotesque  statement  of  the  ''Wages  fund" 
doctrine  that  we  haye  seen  is  the  following^ — **  I  think  you  are 
all  sufficiently  acquainted  with  die  elementary  prindplea  of 
Political  Economy  to  know  that  the  circulating  capital  of  a 
country  is  its  wages  fund.  Hence,  if  we  desire  to  calculate  the 
average  money  wages  received  by  each  labourer  we  have  simply  to 
divide  the  amount  of  this  capital  with  the  number  of  the 
labouring  population.  It  is  therefore  evident  that  the  average 
money  wages  cannot  be  increased,  unless  either  the  circulating 
capital  is  augmented  or  die  number  of  the  labouring  population  is 
diminished." 

Now  let  us  afik  what  is  Circulating  Capital?  *  This  writer 
excludes  Credit  from  the  title  of  capital ;  so  that,  according  to 
him,  only  specie  can  be  circulating  Capital.  But  how  much 
fitpecie  is  there  in  the  nation  ?  No  one  can  tell.  But  all  specie  is 
not  used  as  Capital,  as  is  admitted  by  all  Economists ;  it  is  only 
Capital  when  used  for  the  purpose  of  profit.  And  the  same  piece 
of  money  may  be  used  as  Kevenue  in  one  Exchange  and  as 
Capital  in  the  next.  So  for  our  numerator  we  have  an  unknown 
part  of  an  unknown  quantity.  In  the  next  place,  what  is  the 
labouring  population?  Of  this  we  have  no  definition,  and  no 
approximate  number  given.  So  that  to  determine  the  average 
money  wages  of  the  labouring  population  we  have  to  take  the 
unknown  part  of  an  unknown  quantity,  to  be  divided  by  an 
unknown  quantity! 

Let  us,  however,  make  a  venture  at  random,  and  see  the  result. 
It  is  often  alleged  that  the  quantity  of  money  in  the  country  is 
about  £80,000,000.  Let  us  suppose  that  fifty  millions  of  this  is 
used  as  Capital.     Again,  let  us  suppose    that  the  labouring 

1  Faweett,    Economic  potUion  of  the  BritUh  Labourer,  p,  119. 
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population  amonnts  to  24  millions.  Performing  the  required 
operation,  we  find  that  the  average  wages  of  the  labouring 
population  are  X2  Is.  8d.  per  head !  I 

The  first  error  in  this  mode  of  statement  is  evident.  The 
amount  of  the  ^'  Wages  fond"  does  not  practically  consist  of  the 
amount  of  specie  only,  but  of  the  amount  multiplied  into  the 
ydociiy  of  its  circulation.  The  same  piece  of  money  pays  wages 
in  endless  succession.  Fiye  pounds  transferred  twenty  times  is 
equivalent  in  Economic  effect  to  £100  transferred  once.  Conse- 
quently the  amount  of  wages  will  be  the  amount  of  specie 
multiplied  into  the  number  of  times  it  is  paid.  And  when  this  is 
done,  we  should  find  an  average  more  consistent  with  common 
sense. 

In  the  next  place  such  a  question  as  this  is  one  to  which 
averages  do  not  apply.  Wages  differ  in  every  trade ;  and  also 
for  the  same  trade  in  different  parts  of  the  country.  If  an  artisan 
in  one  place  in  some  parts  of  the  year  earns  more  and  at  other 
times  less,  it  would  be  right  enough  to  strike  an  average  in  his 
case.  But  if  wages  are  usually  20s.  a  week  in  Yorkshire  and  10s. 
a  week  in  Dorsetshire,  it  would  be  absurd  to  say  that  the  average 
is  15s.  a  week.  Or  if  a  skilled  watchmaker  gets  15s.  a  day  and  a 
hodman  gets  3s.,  it  would  be  absurd  to  say  that  wages  are  on  an 
average  9s.  a  day. 

Again,  nothing  can  be  more  absurd  than  to  suppose  that  aU 
the  labouring  population  enter  into  a  general  competition  for  the 
''Wages  fund."  As  this  point  has  been  well  enforced  by  Mr. 
LoDge,  we  will  quote  him.^— -''  Lastiy,  assuming  that  the  amount 
rf  the  fluids  applicable  for  paying  wages  of  any  particular  class 
or  all  the  different  classes  of  labourers,  within  any  geographical, 
political,  or  commercial  field,  such  as  either  Dorsetshire,  or 
England,  or  Europe,  at  any  given  time,  or  within  any  given 
period,  are  limited  and  defined  by  certain  causes,  it  would  be 
impossible  for  such  funds  to  be  distributed  by  competition  among 
all  the  labourers  who  may  happen  to  be  seeking  employment  in 
the  field  or  country  in  which  such  particular  or  aggregate  wage 
ftmd  exists. 

^  The  number  of  labourers  whom  any  class  of  employers  engaged 
in  trade,  as,  for  instance,  the  Dorsetshire  farmers,  can  employ 
(unless  their  capital  is  to  be  distributed  as  the  Lancashire  relief 

1  B^taHon  qf  the  Wage$  Ihtnd  (htory,  jp.  54. 
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ftind  was  applied,  viz.,  without  any  view  to  its  producing  any 
profit  or  increase  of  wealth)  is  determined  by  the  quantity  of 
work  they  require  to  be  done.  If  ten  thousand  labourers  did  all 
the  work  they  wanted  to  have  done,  t.  «.,  all  the  ploughing, 
and  harrowing  and  reaping,  thero  might  be  any  number  of 
surplus  labourers  in  the  country,  and  their  ccnnpetition  might 
reduce  wages  to  sixpence  a  day,  but  the  £Effmers  would  not  employ 
moro  labour  tiian  they  wanted,  however  cheap  it  was. 

^If  instead  of  taking  the  capital  of  the  fiurmers  of  a  country, 
we  take  the  aggregate  capital  at  the  disposal  of  the  employers 
engaged  in  the  different  trades  of  a  country  as  the  supposed  wage 
flmd,  the  absurdity  of  the  supposition  that  the  whole  of  such 
aggregate  fund  could  be  distributed  by  competition  among  the 
different  classes  of  labourers  composing  its  dependent  p(q[>ulation 
becomes  still  more  glaring.  How  could  the  shoemakers  compete 
with  the  tailors,  or  the  blacksmith  with  the  glass  blowers?  or  how 
should  the  capital  which  a  master  shoemaker  saved  by  reducing 
the  wages  of  his  journeymen  get  into  the  hands  of  the  master 
taibr?  or  why  should  the  money  which  a  reduction  in  the  price 
of  dothes  enables  the  private  consumer  to  spend  on  other  things 
go  to  pay  or  refund  the  wages  of  any  oth^  class  of  labourers 
belonging  to  his  own  country?  It  would  clearly  be  just  as  likely 
to  be  spent  in  the  purohase  of  foreign  wine  or  in  a  trip  to 
Switzerland. 

''The  notion  of  all  the  labourers  of  a  country  constituting  a 
body  of  general  labourers,  capable  of  competing  with  each  other, 
and  whose  '  general  V  or  average  wage  depends  upon  the  ratio 
between  their  number  and  the  aggregate  wage  fund,  is  just  as 
absurd  as  the  notion  of  all  the  different  goods  existing  in  a 
country  at  any  given  time,  e.  g.,  the  ships,  and  the  steam  engines, 
and  die  cloth,  &c.,  constituting  a  stock  of  general  commodities, 
the  general  or  average  price  of  which  is  determined  by  the  ratio 
between  the  supposed  quantity  of  the  whole  aggregate  stock  and 
the  total  pyarchase  fund  of  the  community.'' 

28.  Thus  we  see  that  the  true  ''Wages  fund"  is  not  the 
actual  amount  of  specie  in  the  manu£Eu;turers'  pocket  but  the 
price  which  the  consumers  pay  for  the  complete  product  And 
how  is  this  to  be  obtained  before  it  has  be^  actually  received? 
By  means  of  Banking  Credits.     Tim  ia  the  precise  use  and 
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ftmction  of  Banks  which  issae  notes.  It  is  to  issae  notes  to  form 
this  ''Wages  fnnd"  in  anticipation  of  the  prices  paid  by  the 
oonsomers.  And  thus  we  see  the  gigantic  importance  of  a  solid 
banking  system  to  the  labooring  classes.  It  multiplies  the  ''  Wages 
fimd  "  a  hundred  fold,  and  provides  continuous  employment  for 
them,  so  long  as  there  is  a  prospect  of  a  demand  for  their  products. 

And  now  may  be  seen  the  reason  why  we  took  so  much  pams 
to  expose  the  self-contradictions  of  Mill  on  the  subject  of  Credit 
in  a  previous  chapter.  Mill  says  that  wages  depend  on  the  ratio 
of  population  to  capital.  But  what  is  Capital?  Mill  sneers  at 
the  imbecility  of  those  who  say  that  Credit  is  capital  And  yet 
he  himself  says^ — ^''When  paper  currency  [i  $.,  Credit]  is 
supplied,  as  in  our  own  country,  by  bankers  and  banking  com- 
panies, the  amount  is  almost  wholly  turned  into  Pbodijotivs 
Capital.  ...  A  banker's  profession  being  that  of  a  money 
lender,  his  issue  of  notes  is  a  simple  extension  of  his  ordinary 
occupation.  He  lends  the  amount  to  fEumers,  manufacturers,  or 
dealers,  who  employ  it  in  their  several  businesses.  So  employed 
it  yields,  like  any  other  Capital,  wages  of  labour  and  profits  of 
stocks.  The  profit  is  shared  between  the  banker,  who  receives 
interest,  and  a  succession  of  borrowers,  mostly  for  short  periods, 
who,  after  paying  the  interest,  gain  a  profit  in  addition,  or  a 
oonyenience  equivalent  to  profit.  The  Capital  itself,  in  the  long 
nm,  becomes  entirely  wages,  and  when  replaced  by  the  sale  of  thQ 
produce,  becomes  wages  again :  thus  affording  a  perpetual  fund 
for  the  mamtenance  of  productive  labour,  and  increasing  the 
annual  produce  of  the  country  by  all  that  can  be  produced  through 
the  means  of  a  capital  of  that  value." 

And  among  many  other  passages  which  might  be  dted.  he  says^ 
— ^  Now  an  effect  of  tiiis  latter  character  naturaUy  attends  some 
extensions  of  Cbedit,  especially  when  taking  place  in  the  form  of 
Bank  Notes,  or  other  instruments  of  exchange.  The  additional 
Bank  Notes  are  in  ordinary  course  first  issued  to  producers  or 
dealers  to  be  employed  as  Capital." 

And  it  is  the  same  Mill  who  says  also,  sneering  at  the  conflised 
notion  of  those  who  say  that  Credit  is  Cc^ital — ^'  Credit  has  a 
great,  bat  not  as  many  peq)le  seem  to  suppose,  a  magical  power ; 
it  cannot  make  something  out  of  nothing,     ffow  often  is  an 

1  i)rMpU$  qf  MUML  JBommy^  B.  //.,  el.  13,  |  5. 
'  ZUd^  B.  III.,  M.  t,  I  1,  JSaU. 
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extension  of  Oredit  talked  of  as  equivalmt  to  a  creation  of  Capital^ 
or  astf  Credit  aeiuaily  were  Capital!!^ 

Now  we  see  that  Mill  expressly  includes  Bank  Notes  under  the 
title  of  Capital  and  as  part  of  the  '^  Wages  fund*' ;  but  he  asks 
how  can  Credit  make  something  out  of  Nothing.  Now  we  have 
shewn  that  the  Boman  jurists  expressly  class  Rights  as  Wealth  ; 
Hill  allows  bank  notes,  mere  rights,  to  be  CapitaL  Now  what  are 
these  Rights  created  out  of  ?  Are  they  formed  .out  of  primordial 
atoms?  And  what  do  our  readers  think  of  Mill's  wonderfid 
logic? 

Mill  and  a  number  of  writers  constantly  inculcate  the  doctrine 
that  Capital  is  solely  the  accumulation  of  past  labour,  and  can 
only  increase  by  abstinence,  and  they  call  profit  the  reward  of 
abstinence.  But  when  Banks  issue  Notes  in  anticipation  of 
future  profits,  which  Mill  himself  says  are  productive  Capital,  how 
are  these  notes  the  result  of  past  labour  and  the  fruits  of  saving? 
As  a  matter  of  fact,  the  profits  made  by  using  Credit  exceed  ttie 
profits  made  by  money  many  thousand  fold. 

24.  Thus  we  see  at  every  turn  in  Economics  the  indispensable 
necessity  of  first  establishing  clear  and  distinct  conceptions  and 
definitions  of  Wealth,  Capital,  Credit,  &c.  We  see  in  modem 
commerce  the  eflfect  of  the  Roman  definition — ^^  Under  the  title 
of  Wealth  Rights  are  included" — ^which  we  shall  proceed  to 
develope  at  greater  length  in  the  next  chapter.  Modem  commerce 
is  utterly  unintelligible  unless  Credit  be  included  under  the  title 
of  Capital ;  and  we  see  how  utterly  impossible  it  is  to  restrict  the 
term  "  Wealth  **  to  material  objects  only. 

Thus  the  fund  employed  in  purchasing  Labour  consists,  like  the 
fund  employed  in  purchasing  anything  else,  of  Money  and  Credit. 
Mill  says  a  man's  purchasing  power  consists  of  all  his  Money  and 
of  all  his  Credit ;  and  this  is  as  trae  of  Labour  as  of  anything 
else.  And  it  is  wholly  impossible  to  say  what  proportion  of  the 
"Wages  fund"  consists  of  Money  and  what  of  Credit.  In 
Scotland,  certainly,  the  ratio  of  Credit  to  money  is  many  thousand 
fold ;  and  in  fact  the  quantity  of  industry  paid  in  money  in  that 
country  is  absolutely  iidnitesimaL  And  thus  we  see  verified  the 
saying  of  Daniel  Webster — ^'  Credit  has  done  more,  a  thousand 
times,  to  enrich  nations  than  all  the  mines  of  all  the  world." 
Nothing  can  shew  more  clearly  how  Credit  forms  the  leading  part 
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of  the  "  Wages  ftind  **  than  the  state  of  a  country  after  a  great 
commercial  collapse.  Hundreds  of  thousands  of  labourers  are 
thrown  out  of  employment  and  reduced  to  destitution  in  the 
United  States  Qf  America  at  the  present  moment  in  consequence 
of  the  great  commercial  crisis  of  1873,  because  their  ^^  Wages 
fond  "  has  collapsed,  and  been  annihilated. 

25.  Having  thus  shown  that  Money  and  Credit  are  the  fund 
out  of  which  Wages  are  paid,  we  have  next  to  consider  what 
circumstances  determine  the  amount  of  Wages. 

It  was  long  stoutly  maintained  that  Wages  are  governed  by  the 
price  of  food ;  and  this,  indeed,  was  one  of  the  assertions  on 
which  the  Protectionist  system  which  formerly  prevailed  in  this 
country  was  based.  Burke  said^ — "  The  squires  of  Norfolk  had 
dined  when  they  gave  it  as  their  opinion  that  it  (Labour)  might 
or  ought  to  rise  or  fall  with  the  market  of  provisions.  The  rate 
of  wages,  in  truth,  has  no  direct  relation  to  that  price.  Labour  is 
a  commodity  like  every  other,  and  rises  or  falls  according  to  the 
demand.    This  is  in  the  nature  of  things." 

Nevertheless,  Smith  says' — "  The  money  price  of  com  regulates 
that  of  all  other  home-made  commodities. 

"  It  regulates  the  money  price  of  labour,  which  must  always  be 
such  as  to  enable  the  labourer  to  purchase  a  quantity  of  com 
sufficient  to  maintain  him  and  his  family.    .    .    . 

"  But  regulating  the  money  price  of  all  the  other  parts  of  the 
rude  produce  of  land,  it  regulates  that  of  the  materials  of  almost 
aU  manufactures.  By  regulating  the  money  price  of  labour,  it 
regulates  that  of  manufacturing  art  and  industry;  and  by 
regulating  both,  it  regulates  that  of  the  complete  manufacture. 
The  money  price  of  labour,  and  of  everything  that  is  the  produce 
either  of  kmd  or  labour,  must  necessarily  either  rise  or  fall  in 
proportion  to  the  money  price  of  com." 

Thus  it  will  be  seen  that  Smith  explicitly  asserts  that  the 
price  of  com  regulates  the  value  of  Labour  and  of  all  other 
commodities. 

And  yet  the  same  Smith  also  says' — "  The  wages  of  labour  do 
not  in  Great  Britain  fluctuate  with  the  price  of  provisions( !) 
These  vary  everywhere  from  year  to  year,  frequently  from  month 

1  ThoughU  and  DtUaU  on  Scarcity,  Vol.  JL,  p.  248.    Bohn't  Edit. 
>  Weddih  of  Natums,  S.  IF.,  ch.  6.  «  Ibid,,  B,  /.,  ch.  1. 
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to  month.  Bnt  in  many  places  the  money  price  of  labour 
remains  uniformly  the  same  sometimes  for  half  a  century  together. 
.  .  .  The  high  price  of  provisions  during  these  ten  years  past 
(1766 — 1776)  has  not  in  many  parts  of  the  kingdom  been 
accompanied  with  any  sensible  rise  in  the  money  price  of 
labour.    •    .    . 

''  As  the  price  of  provisions  varies  more  from  year  to  year  than 
the  wages  of  labour,  so,  on  the  other  hand,  the  wages  of  labour 
vary  more  from  place  to  place.  The  prices  of  bread  and  butcher's 
meat  are  generally  the  same,  or  very  nearly  the  same,  through  the 
greater  part  of  the  United  Kingdom.  These  and  most  other 
things  which  are  sold  by  retail,  the  way  in  which  the  labouring 
poor  buy  all  things,  are  generally  full  as  cheap  or  cheaper  in  great 
towns  than  in  the  remoter  parts  of  the  country,  for  reasons  which 
I  shall  have  to  explain  hereafter.  But  the  wages  of  labour  in  a 
great  town  and  its  neighbourhood  are  frequently  a  fourth  or  a 
fifth  part,  twenty  or  twenty-five  per  cent.,  higher  than  at  a  few 
miles  distance.  Eighteen  pence  a  day  may  be  reckoned  the 
common  price  of  labour  in  London  and  its  neighbourhood.  At  a 
few  miles  distance  it  falls  to  fourteen  and  fifteen  pence.  Tenpence 
may  be  reckoned  its  price  in  Edinburgh  and  its  neighbourhood. 
At  a  few  miles  distance  it  falls  to  eightpence,  the  usual  price  of 
common  labour  through  the  greater  paxt  of  the  low  country  o^ 
Scotland,  where  it  varies  a  good  deal  less  than  in  England.    •    • 

"  The  variations  in  the  price  of  labour  not  only  do  not  corres- 
pond either  in  place  or  time  with  those  in  the  price  of  provisions, 
but  they  are  frequently  quite  opposite!/ 

**  Grain,  the  food  of  the  common  people,  is  dearer  in  Scotland 
than  in  England,  whence  Scotland  receives  almost  every  year  very 
large  supplies.  But  English  com  must  be  sold  dearer  in  Scotland, 
the  country  to  which  it  is  brought,  than  in  England,  the  oountiy 
from  which  it  comes ;  and  in  proportion  to  its  quality  it  cannot  be 
sold  dearer  in  Scotland  than  the  Scotch  com  that  comes  to  the 
same  market  in  competition  with  it.  The  quality  of  grain 
depends  chiefly  upon  Uie  quality  of  flour  or  meal  which  it  yields 
at  the  mill,  and  in  this  respect  English  grain  is  so  much  superior 
to  the  Scotch,  that  though  often  dearer  in  appearance,  or  in 
proportion  to  the  measure  of  its  bulk,  it  is  generally  cheaper  in 
reality,  or  in  proportion  to  its  quality,  or  even  to  the  measure  of 
its  weight    The  price  of  labour,  on  the  contrary,  is  dearer  in 
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Englaad  than  in  Soodand.  If  the  labonring  poor,  therefore,  can 
maintain  their  &milies  in  the  one  part  of  the  United  Kingdom, 
ihey  mmt  be  in  affluence  in  the  other.  Oatmeal,  indeed,  suppliea 
the  common  people  of  Scotland  with  the  greatest  and  the  best 
part  of  their  food,  which  is  in  general  much  inferior  to  that  of 
their  neighbonrs  of  the  same  rank  in  England.  This  difference 
however  in  the  mode  of  their  eubsistence  is  not  the  cause  hut  the 
effect  of  the  difference  in  their  wages;  though,  by  a  strange 
misapprehension,  I  have  frequently  heard  it  represented  as  the 
cause.  It  is  not  because  one  man  keeps  a  coach  while  his 
neighbour  walks  a-foot,  that  the  one  is  rich  and  the  other  poor ; 
but  because  the  one  is  rich  he  keeps  a  coach,  and  because  the 
other  is  poor  he  walks  a-foot." 

[Now,  who  has  more  clearly  exhibited  this  misapprehension 
than  Smith  himself,  as  we  have  shewn  in  the  preceding  extracts  ?  ] 

**  During  the  course  of  the  last  century,  taking  one  year  with 
another,  grain  was  dearer  in  both  parts  of  the  United  Kingdom 

than  during  that  of  the  present But  though  it  is 

certain  that  in  both  parts  of  the  United  Kingdom  grain  was 
somewhat  dearer  in  the  last  century  than  in  the  present,  it  is 
eqnaUy  certain  that  labour  was  much  cheaper,  cfec." 

Now  is  it  possible  to  have  a  more  flagrant  contradiction  than 
Smith's  doctrine  in  these  different  parts  of  his  work  ?  And  as 
we  have  shewn  that  a  similar  contradiction  pervades  the  whole  of 
his  work  on  almost  every  point  in  Economics,  we  can  only  leave 
the  reader  to  judge  of  the  worth  of  such  a  book  as  a  scientific 
authority. 

26.  Bicardo  follows  in  exactly  the  same  strain^ — ^'Labour, 
like  all  things  which  are  purchased  and  sold,  and  which  may  be 
increased  or  diminished  in  quantity,  has  its  natural  and  its 
market  price.  The  natural  price  of  labour  is  that  price  which  is 
necessary  to  enable  the  labourers  one  with  another  to  subsist  and 
perpetuate  their  race,  without  either  increase  or  diminution." 
^The  natural  price  of  labour  depends  on  the  price  of  food, 
necessaries,  and  conyeniences  required  for  the  support  of  the 
labourer  and  his  family.  With  a  rise  in  the  price  of  food 
and  necessaries,  the  natural  price  of  labour  will  rise;  with  a 
fidl  in  their  price  the  natural  price  of  labour  will  falL" — '^  The 

I  Prme^ie$  qf  Mitieal  Eeonomy,  p.  86.    9rd  Edii. 
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market  price  of  labonr  is  the  price  which  is  really  paid  for  it, 
from  the  natural  operation  of  the  proportion  of  the  supply  to 
the  demand ;  labour  is  dear  when  it  is  scarce,  and  cheap  when  it 
is  plentiful.  However  much  the  market  price  of  labour  may 
deviate  from  its  natural  standard,  it  has,  like  commodities,  a 
tendency  to  conform  to  it."  A  little  examination  will  shew  how 
vague  and  inaccurate  the  ideas  in  tiiese  sentences  are.  What  are 
the  natural  food,  necessaries,  and  conveniences  of  a  labourer? 
The  standard  varies  in  every  country.  Are  we  to  take  the 
wheaten  standard  of  England,  the  oaten  standard  of  Scotland,  or 
the  potatoe  standard  of  Ireland  ?  or  the  black  rye  bread  standard 
of  Poland  ?  Which  of  these  is  the  natural  standard  ?  Wages 
in  the  West  Riding  of  Yorkshire  used  to  be  14s.,  in  Dorsetshire 
7s.  a  week — which  of  these  was  the  natural  standard  ?  A  little 
reflection  will  shew  that  the  idea  of  a  natural  standard  is  a  mere 
chimera.  The  same  principle  determines  the  rate  of  wages  in 
each  of  these  cases ;  it  is  the  proportion  existing  between  capital, 
employment,  and  labourers  in  each  locality.  What  made  wages 
so  low  in  Ireland  and  Dorsetshire  ?  The  abundance  of  labourers 
and  the  scarcity  of  capital  and  employment.  What  made  wages 
so  high  in  Yorkshire  ?  The  abundance  of  capital  and  employ- 
ment and  the  scarcity  of  labourers.  If  any  cause  produces  a 
change  in  the  relative  proportion  of  these,  three  elements,  a  change 
in  the  rate  of  wages  necessarily  results.  Since  the  famine  and 
emigration  have  relieved  Ireland  of  the  superabundance  of 
labourers,  wages  have  risen  greatly.  Emigration  has  produced 
the  same  effects  in  Dorsetshire,  and  if  the  same  proportions  as 
now  exist  between  these  three  elements  be  preserved,  the  ordinary 
rate  of  wages  will  continue  as  at  present.  We  see,  then,  the 
extreme  inaccuracy  of  speaking  of  the  natural  price  of  labour. 
What  Eicardo  means  by  the  natural  price  is  nothing  more 
than  the  usual  market  price,  which  has  been  produced  by  a  long- 
continued  steadiness  in  the  proportions  between  the  elements  of 
wages,  but  if  any  causes  change  that  proportion,  the  ordinary 
market  price  changes  with  it.  Hence,  we  see  that  the  relation  of 
supply  and  demand  is  the  sole  rule  that  governs  wages. 

27.  It  will  be  seen  that  Bicardo's  views  on  the  subject  of 
labour  are  influenced  by  exactly  the  same  error,  which  is  the 
fundamental  defect  of  his  doctrine  of  Value,  namely,  an  inversion 
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of  cause  and  effect  It  is  perfectly  manifest  that  it  is  not  the 
price  of  food  ^hich  regulates  wages,  but  the  wages  received  which 
indicate  the  most  expensive  food  which  the  labourer  can  afford  to 
buy.  Wages  in  England  have  not  risen  because  the  labourers 
eat  wheaten  bread  instead  of  rye  bread  as  formerly,  but  they  eat 
wheateh  bread  because  their  wages  enable  them  to  do  so.  The 
wages  in  Ireland  were  not  so  low  because  the  people  eat  potatoes, 
but  the  miserable  peasantry  were  driven  to  feed  upon  potatoes 
because  their  wages  were  so  low  ;  because  there  were  so  many 
labourers  and  so  little  employment.  So  the  people  in  Scotland  eat 
oatmeal  porridge  and  oatcakes  because  their  wages  were  not 
sufficient  to  allow  them  to  eat  wheaten  bread.  Just  for  the 
same  reason  in  the  northern  districts  they  used  to  wear  kilts 
because  they  were  too  poor  to  wear  better  clothes.  But  since  they 
have  become  better  off  they  dress  like  their  southern  brethren, 
and  ihej  eat  wheaten  bread  to  a  very  much  greater  extent  than 
formerly.  And  so  it  is  on  the  continent  of  Europe.  The  people 
in  a  great  many  of  the  continental  countries  live  so  badly  because 
their  wages  are  so  low.  There  are  so  many  people,  and  there  is, 
comparatively  speaking,  so  Uttle  employment.  Nothing  can  shew 
more  clearly  the  error  of  the  idea  that  the  price  of  food  regulates 
wages  than,  on  the  one  hand,  the  case  of  the  United  States  of 
America  and  Canada,  where  food  is  extremely  cheap  and  wages 
extremely  high.  What  is  the  reason  of  this  ?  It  is  that  food  is 
very  abundant  and  labour  very  scarce.  It  is  nothing  but  the 
supply  and  demand  of  each  article.  On  the  other  hand,  we  may 
take  as  a  reverse  case,  the  example  of  the  unfortunate  needlewomen 
of  London  and  other  cities  of  western  Europe.  Oarnier  remarks^ 
exactly  the  same  thing  of  the  needlewomen  of  Paris.  "  A  Paris, 
par  exemple,  tout  le  travaille  d'aiguiUe  est  tomb^  k  un  taux 
insuffisant  pour  fair  vivre  celles  qui  n'ont  pas  d'autre  ressource." 
And  Dr.  Mayer  says  that  at  Lille,  the  workwomen  who  make  the 
lace  gain  from  Id.  to  l^d.  a  day,  working  16  hours.  And 
population  has  increased  so  much  compared  to  employment,  that 
those  who  could  gain  two  or  three  francs  a  day  30  years  ago,  in 
1845  could  gain  only  one  franc,  and  those  the  most  &voured.  At 
the  other  extremity  of  the  world,  we  may  take  China  as  an 
example  of  the  same  truth.  Travellers  give  us  accounts  of  the 
disgusting  garbage  which  the  poorer  Chinese  will  eat :  now,  the 
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rate  of  wages  there  does  not  depend  upon  what  tiiej  e&t,  but  they 
are  driven  to  eat  that  abomination  because  the  remuneration  for 
labour  is  low.  And  this  is  on  account  of  the  prodigious  numbers 
of  the  people. 

28.  The  law  of  supply  and  demand^  then,  holds  uniyersallj 
with  regard  to  wages.  An  excessive  increase  of  the  people  forces 
down  wages  by  an  inevitable  law  of  nature,  and  as  their  numbers 
increase  faster  than  employment,  their  wages  must  progressively 
diminish,  and  their  comfort  and  scale  of  living  become  rapidly 
deteriorated.  Nothing  could  save  the  scale  of  living  of  the  poorer 
classes  of  this  country  &om  descending  to  the  level  of  the  Irish, 
or  the  Chinese,  if  their  numbers  went  on  increasing  without  a 
oorresponding  increase  of  employment.  It  is  not  unusual  to  hear 
persons  of  benevolence,  who  see  the  shocking  misery  which  even 
now  prevails  among  so  many  in  this  country,  exclaim  that  em- 
ployers ought  to  pay  higher  wages.  But  all  such  ideas  are 
visionary.  There  is  only  one  effectual  mode  of  relief,  and  that  is 
to  diminish  their  numbers,  by  providing  outlets  for  ihe  super- 
abundant hands,  until  the  diminution  of  their  numbers  may  again 
raise  their  wages,  so  that  they  can  find  constant  employment^  at 
wages  which  will  enaUe  them  to  live  in  comfort 

29.  It  is  no  mere  q)ecnlative  opinion  that  a  general  and  long- 
continued  low  price  of  corn  is  not  only  not  necessarily  accompanied 
by  a  low  rate  of  wages,  but  most  probably  by  the  very  reverse. 
The  most  remarkable  cositinuance  of  generally  fine  seasons  and 
abundance  of  com  ever  known  occurred  in  the  last  century.  For 
the  extraordinary  period  of  sixty-five  years,  from  1701  to  1765, 
there  was,  with  ^a  few  exceptions,  a  continued  series  of  plentiful 
harvests.  The  average  price  of  com  for  that  period  was  16  per 
cent,  less  than  the  average  price  for  the  preceding  century ;  but, 
notwithstanding  that,  the  price  of  labour  rose  greatly  during  the 
same  period,  and,  what  was  least  to  be  expected,  agricuUnral  labour 
rose  16  per  cent.  To(dte  says^^ — ^*  The  feet,  indeed,  of  a  rise  of 
money  wages  in  this  country,  coincidently  with  a  fell  in  the  price 
of  com  during  the  long  interval  in  questiod,  rests  on  unquestion- 
able authorities;"  and,  says  Smith — "In  Great  Britain  the 
real  recompense  of  labour,  it  has  already  been  shewn,  the  real 
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qoantities  of  the  necessaries  and  oonvenienoes  of  life  which  are 
given  to  the  labonrer,  has  increased  considerably  during  the  coarse 
of  the  present  century  (t.  e.^  the  18th).  The  rise  in  its  money 
price  seems  to  have  been  the  effect,  not  of  any  diminution  in  the 
value  of  silver  in  the  general  market  of  Europe,  but  of  a  rise  in 
the  fwl  prie9  of  labour  in  the  particular  market  of  Great  Britain, 
owing  to  the  peculiarly  happy  circumstances  of  the  country ;"  and 
**  The  money  price  of  labour  in  Oreat  Britain  has  indeed  risen 
during  the  course  of  the  present  century.  This,  however,  seems 
to  be  the  effect,  not  so  much  of  any  diminution  in  the  value  of 
silv^  in  tiie  European  market,  as  of  an  increase  in  the  demand  for 
labour  in  Oreat  Britain  writing  from  the  great  and  almost  unwereal 
prosperity  of  the  country"^  In  the  latter  part  of  the  century,  the 
price  of  wheat  rose  enormously  in  consequence  of  a  long  succession 
of  bad  harvests,  but  there  was  no  corresponding  rise  in  wages. 

30.  It  is^  no  doubt  true  that  there  is  a  limit  below  which  the 
wages  of  labour  cannot  fidl  for  any  permanent  time,  and  which  is 
determined  by  the  price  of  food,  but  this  only  relates  to  the  very 
lowest^  rudest,  and  most  unskilled  speciea  of  labour,  and  even  that 
limit  has  happily  never  yet  been  reached  in  England,  because  it 
depends  upon  tiie  lowest,  cheapest,  and  worst  kind  of  food 
capable  of  supporting  man.  The  poorest  labourer  in  England 
has  now  wheaten  bread  to  eat,  such  as  probably,  in  the  Medieval 
Ages,  for  which  there  has  been  lately  such  a  ridiculous  enthusiasm, 
a  nobleman  could  not  obtain.  If  such  bread  as  is  usually  con- 
sumed in  many  a  nobleman's  house  on  the  continent  were  given  to 
the  inmates  of  an  English  workhouse,  it  would  infallibly  cause  a 
riot.  The  lowest  class  of  labourers  have  fortunately  never  been 
reduced  to  such  a  point  continuously,  though  it  may  sometimes 
happen  that  when  work  is  scarce,  they  can  earn  very  little, 
and  then  they  may  be  driven  to  receive  relief  from  public  or 
private  charity,  which  takes  them  out  of  the  operation  of  the  law 
of  supply  and  demand.  It  is  also  universally  observed  that  when 
the  price  of  bread  rises  very  high,  the  wages  of  the  lowest  class  of 
labourers  never  rise  in  any  Uke  proportion.  The  way  of  raising  the 
wages  of  labour,  then,  is  not  by  raising  the  price  of  food,  but  by 
diminishing  the  number  of  competitors  for  it,  for  it  is  the 
number  of  competitors  compared  with  the  quantity  of  work  to  be 
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done,  that  influences  the  price  of  labonr,  and  not  the  variation  in 
the  price  of  food. 

• 

31.  J.  B.  Say  has  also  remarked  &e  erroneonsness  of  die 
doctrine  that  the  price  of  food  regulates  wages  ^ — "  Experience 
also  conl3*adicts  another  assertion  of  Bicardo*s.  He  sajs  that 
while  the  price  of  labour  regulates  the  Talue  of  products,  it  is 
the  price  of  provisions  of  first  necessity  (in  Europe,  for  example, 
com)  which  regulates  the  price  of  labour,  and  that  a  rise  in  the 
price  of  com  diminishes  the  rate  of  profit  and  raises  wages. 
Well,  I  am  informed  by  the  principal  manu&cturers  oi  England 
and  France,  especially  MM.  Temaux  and  Sons,  who  have  mills  at 
Liege,  Louviers,  Sedan,  Reims,  and  Paris,  it  is  exactly  the  contrary 
which  happens.  When  com  becomes  dearer  wages  go  down. 
This  result  is  not  accidental ;  the  same  cause  is  always  followed 
by  the  same  effect;  and  the  effect  lasts  as  long  as  the  cause. 
The  explanation  is  not  difficult;  when  com  is  very  high,  the 
labouring  classes  are  obliged  to  devote  to  purchasing  grain 
a  part  of  their  wages  which  they  would  have  employed  in 
superior  clotliing,  or  rent,  or  furniture,  or  more  succulent  and 
various  food :  in  a  word,  they  reduce  all  tlieir  consumption :  and 
the  want  of  consumption  reduced  the  required  quantity  of  nearly 
all  other  products.  Hence  the  reduction  of  the  demand  lowers 
profits  of  all  sorts  as  well  of  masters  as  workmen." 

In  fact,  the  doctrine  that  the  price  of  food  regulates  wages  is  so 
utterly  scouted  by  every  person  of  practical  knowledge  that  we 
should  not  have  said  so  much  about  it  if  Ricardo  had  not  still 
some  believers,  and  his  works  are  still  recommended  by  officisd 
sanction  in  the  Universities  and  the  Civil  Service.  We  shall  say 
something  more  on  this  point  further  on. 

82.  The  greater  part  of  Smith's  chapter  on  "Wages  and 
Profits  in  different  employments,"^  is  a  curious  example  of  the 
same  inversion  of  cause  and  effect,  and  a  consideration  of  the 
phenomena  detailed  in  it,  will  afford  a  further  indication  of  the 
trath  of  the  preceding  principles.  He  says  that  there  are  five 
principal  circumstances  which  make  up  for  a  small  pecuniary  gain 
in  some  employment,  and  counter-balance  a  great  one  in  others : — 

1  (Eurrta  divtrsea^  p.  273. 
»  Wtahk  of  liatiom,  B.  /.,  ch.  10. 


180-88.]  SMITH  ON  WAGES.  137 

1.  The  agreeableness  or  disagreeableness  of  the  employments 
themaelTes. 

2.  The  easiness  and  cheapness,  or  the  difficulty  and  expense, 
of  learning  them. 

3.  The  constancy  or  inconstancy  of  employment  in  them. 

4.  The  small  or  great  tmst  which  must  be  reposed  in  those 
who  exercise  them. 

5.  The  probability  or  improbability  of  success  in  them. 
These  oonsiden^ons  of  Smith  have  been  very  generally  approved 
of,  and  have  acquired  some  celebrity ;  yet  it  is  quite  easy  to  show 
that  they  are  are  reducible  to  the  general  law  we  have  arrived  at, 
and  that  in  some  of  them  Smith  has  most  manifestly  inverted 
cause  and  effect. 

When  he  says  that  the  wages  of  the  most  agreeable  trades  are 
lower  than  the  disagreeable  ones,  the  reason  is  very  plain. 
Persons  in  general  prefer  the  more  agreeable  trades,  consequently 
there  are  more  competitors  for  employment  in  them ;  but  there  is 
also  a  necessity  for  disagreeable  trades  as  well,  and  higher  wages 
in  them  must  be  offered  to  tempt  workmen  to  embark  in  them. 
These  causes  are  manifestly  to  be  referred  to  the  law  of  supply 
and  demand,  the  various  degrees  of  desirability  of  the  different 
trades  being  merely  the  circumstances  which  influence  the 
relation  of  supply  and  demand. 

83.  In  the  second  place  Smith  has  most  manifestly  inverted 
cause  and  effect,  and  his  ideas  are  pervaded  with  the  radical  error 
of  his  system.  After  enumerating  several  species  of  business,  he 
says — ^''Education  in  the  ingenious  arts,  and  in  the  liberal 
professions,  is  still  more  tedious  and  expensive.  The  pecuniary 
recompense,  therefore,  of  painters  and  sculptors,  of  lawyers  and 
physicians,  ought  to  be  much  more  liberal,  and  it  is  so  accord- 
ingly." A  very  slight  consideration  will  shew  that  it  is  exactly 
the  reverse  of  what  Smith  says.  The  rewards  of  lawyers,  doctors, 
&C.,  are  not  high  because  their  education  is  expensive,  but  they 
expend  much  on  education  because  the  rewards  are  high.  There 
is  no  better  example  of  tiie  truth  of  the  principle  we  are  con- 
tending for,  and  of  the  fallacy  of  the  one  we  are  combating,  than 
these  cases.  There  is,  probably,  no. difference  whatever  in  the 
expense  of  the  education  of  the  most  able,  and  the  least  able,  doctor 
or  lawyer ;  but  there  is  a  prodigious  difference  in  the  result,  owing 
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4ohiefl7  to  the  differences  in  the  innate  capacities  of  men,  and  the 
Buooni  or  the  contrary  will  in  general  depend  npon  the  qualifica- 
tions of  each  man ;  Uie  quality  of  the  result,  and  not  upon  the 
cost  of  its  production.  We  shall,  howeyer,  consider  these  more 
fully  under  the  last  case. 

84.  The  third  case  is  also  manifestly  reducible  to  the  law  of 
supply  and  demand,  just  as  the  first  is,  because  men  naturally  wek 
for  constant  employment  rather  than  precarious  employment, 
consequently  they  will  crowd  into  one  more  than  into  the  other. 
And  tilie  employers  in  the  trade  in  which  work  is  less  constant 
must  necessarily  give  higher  wages  than  those  in  which  it  is  more 
constant,  to  attract  persons  to  it.  Exactly  in  the  same  way,  in 
places  of  trust,  the  qualities  which  fit  persons  for  such  employ- 
ments are  comparatively  rare,  and  unless  a  high  price  be  offered, 
it  is  not  likely  that  the  employers  will  find  a  suitable  person. 

85.  The  last  cause  which,  according  to  Smith,  influences 
tiie  wages  of  labour  is  the  probability  or  improbability  of  success 
in  the  employment.  In  considering  this  case,  this  celebrated 
author  has  suffered  himself  to  be  led  away  by  one  of  the  most 
curious  instances  of  misanology  anywhere  to  be  met  with. 
People  speak  figuratively  of  life  being  a  ''  lottery,"  and  of  the 
uncertainty  of  success  in  it.  Smith,  seizing  upon  the  word 
lottery,  has  been  led  away  into  a  most  curious  fancy,  which  has 
also  deceived  some  later  writers.  ''The  probability  that  any 
particular  person  shall  ever  be  qualified  for  the  employment  to 
which  he  is  educated,  is  very  different  in  different  occupationB. 
In  the  greater  part  of  the  mechanic  trades  success  is  almost 
certain,  but  very  uncertain  in  the  liberal  professions.  Put  your 
son  apprentice  to  a  shoemaker,  there  is  little  doubt  of  his  learning 
•to  make  a  pair  of  shoes ;  but  send  him  to  study  the  law,  it  is  at 
least  twenty  to  one  if  he  ever  makes  such  proficiency  as  will 
•enable  him  to  live  by  the  business.  In  a  perfectly  fair  lottery, 
those  who  draw  the  prizes  ought  to  gain  all  that  is  lost  by  those 
ivho  draw  the  blanks.  In  a  profession  where  twenty  fidl  for  one 
"who  succeeds,  that  one  ought  to  gain  all  that  should  have  been 
gained  by  the  unsuccessful  twenty.  The  counsellor-at-law,  who 
perhaps  at  near  forty  years  of  age,  begins  to  make  something  by 
his  profession,  ought  to  receive  the  retribution,  not  only  of  his 
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own  80  tedious  and  expensiye  education,  bnt  that  of  more  than 
twenty  others  who  are  never  likely  to  make  anything  of  it.  How 
extravagant  so  ever  the  fees  of  ponnsellors-at-law  may  sometunes 
iq>pear9  tiieir  real  retribution  is  ofiver  equal  to  this.  Compute  in 
any  particular  place  what  is  likely  to  be  annually  gained,  and 
wimt  is  likely  to  be  annuaUy  spQut  by  all  the  different  workmen 
in  any  common  trade,  such  as  that  of  shoemakers  or  weavers,  and 
you  will  find  that  the  former  sum  will  generally  exceed  the  latter ; 
but  make  the  same  computation  with  regard  to  all  the  counsellors 
and  students  of  law  in  all  the  different  inns  of  court,  and  you  will 
find  that  their  annual  gains  bear  but  a  very  small  proportion  to 
their  annual  expenses,  even  though  you  rate  the  former  as  high 
and  ihe  latter  as  low  as  can  well  be  done.  The  lottery  of  the  law 
is,  therefore,  very  &r  from  being  a  perfectly  fieur  lottery,  and 
that,  as  well  as  many  other  liberal  and  honorable  professions,  is, 
in  point  of  pecuniary  gain,  evidently  under-recompensed.'' 

S6.  No  one  who  really  examines  the  foregoing  ideas  can  &il 
to  see  their  utter  incongruity.  In  a  lottery  the  chances  of  each 
individual  who  ventures  in  it  are  absolutely  equal ;  no  personal 
qualification  can  influence  his  chance  in  any  way  whatever ;  the 
greatest  simpleton  may  draw  the  greatest  prize,  the  wisest  man 
may  draw  a  blank.  In  many  cases  it  may  certainly  be  predicated 
of  an  individual  who  adopts  a  profession,  whether  he  wHl  succeed 
or  fidl,  and  success  in  all  cases  is  the  result  of  personal  qualifica- 
tions. In  a  lottery  it  is  perfectly  well  known  that  only  a  certain: 
number  can  by  any  possibility  succeed,  and  all  the  rest  must  neces-- 
saiily  fidL  In  a  profession  it  is  quite  a  matter  of  possibility  that 
ail  may  attain  success,  and  it  is  also  a  matter  of  possibility  that 
none  may  attain  success  sufficient  to  enable  them  to  live.  To* 
carry  out  Smith's  analogy,  we  might  just  as  well  say  t^at  poetry  is. 
a  lottery,  and  that  the  sum  paid  to  tiie  good  poets  should  recom-^ 
pense  all  the  waste  of  time  by  the  bad  poets. 

87.  It  is  quite  evident  that  the  fees  of  counsel  are  simply  ex-^ 
amples  of  the  law  of  supply  and  demand.  Nothing  can  be  more 
erroneous  than  the  idea  that  the  fees  are  high,  because  the  educa- 
tion is  high.  The  truth  is,  that  people  spend  much  money  upon  a 
professional  education  because  the  rewards  are  So  high ;  and  the 
rewards  are  so  high  because  they  are  of  so  great  importance  to- 
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mankind,  and  because  great  skill  in  them  is  oomparativaly  rare. 
The  fees  of  a  FoUett,  or  a  Dnnning,  or  a  Scott,  were  not  so  high 
because  there  were  so  many  Mr.  Brieflesses,  bnt  simply  because 
the  talents  of  a  FoUett,  or  a  Dunning,  or  a  Scott,  were  so  rare  and 
so  important.  If  their  talents  had  become  more  general,  the  re-  ^ 
wards  of  their  labour  would  have  diminished.  It  is  exactly  the 
same  law  in  the  other  professions  alluded  to.  It  is  the  high  re- 
wards that  may  be  won  in  them,  that  attracts  high  talent  into 
them,  and  it  is  for  the  sake  of  these  high  rewards  that  men  undergo 
a  long,  tedious,  and  expensive  education,  and  course  of  labour. 
Exactly  as  the  Roman  tribune  said — *^Eo  impendi  labarem  ac 
periculum    .    .    .    magna  prcemiaproponantur.^^ 

88.  It  is,  then,  the  universal  law  of  Economics — ^That  people 
bestow  much  labour  or  expense  in  producing  commodities  because 
they  expect  that  others  will  give  a  high  price  for  them.  It  may  be 
a  reason  for  asking  a  high  price,  that  they  have  bestowed  much 
labour,  but  that  is  no  reason  why  others  will  give  it.  In  many 
cases  it  is  perfectly  well  known  that  the  public  will  give  a  certain 
price  and  no  more  for  an  article,  and  tiie  problem  is  to  produce 
the  article  for  the  price* 

89.  We  must  also  be  on  our  guard  against  admitting  a 
specious  form  of  expression  which  J.  B.  Say  uses, — ^^'Thus, 
without  examining  yet,  why  olive  oil  is  worth  80  sous  a  pound 
at  Marseilles,  and  40  sous  at  Paris,  I  say  that  he  who  sends  it  &om 
Marseilles  to  Paris,  adds  10  sous  to  the  value  of  each  pound  of  oiL"^ 
"Products  successively  increase  their  value  in  passing  through 
the  hands  of  their  different  producers.*'^  It  is  never  the  pro- 
ducers that  confer  value,  but  the  consumers ;  it  is  each  successive 
eonsumer  that  confers  the  "value.  If  it  were  the  cost  of  trans- 
port that  added  to  its  value,  it  would  necessarily  follow  that  to 
send  it  back  again  &om  Paris  to  Marseilles  would  still  further 
add  to  its  value,  and  to  send  it  backwards  and  forwards  twenty 
times  ought  to  add  twenty  times  the  cost  to  its  value.  The  trutl) 
manifestly  is  that  people  incur  the  cost  of  transport  because  they 
expect  that  the  difference  of  the  value  between  the  two  places 
will  repay  the  cost ;  but  no  cost  of  transport  can  really  add  to  its 

«  Zriry,  IV.,  86. 
>  TraiU  t^^Eumomie  FMique,  p.  101.    Edit,  OutUaunUn.      '  Ibid.,  p.  531. 
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Talae.  Thus,  a  Library  or  Museum  may  be  brought  up  to  London 
fh)m  the  country  for  sale^  but  the  expenses  of  the  transport  do 
not  add  to  the  value  of  the  books,  but  they  are  brought  up  to 
London  because  it  is  expected  that  their  higher  value  in  London 
will  repay  the  cost  of  bringing  them  there. 

40.  To  exemplify,  and  still  further  enforce  the  truth  of  our 
formula,  we  may  take  the  case  of  diamonds  and  other  precious 
stones.  Their  value  depends  entirely  upon  their  rarity,  and  the 
extreme  desire  of  rich  persons  to  possess  them,  and  has  no 
appreciable  relation  to  the  labour  of  finding  them.  They  have 
acquired  a  certain  estimation  in  the  eyes  of  men  for  certain 
reasons,  and  they  are  scarce,  and  it  flatters  the  pride  of  men  to  be 
the  possessors  of  rare  articles.  The  finding  of  diamonds  is  a 
great  hazard,  and  they  are  only  found  in  a  few  places,  and  of 
certain  sizes.  If  a  few  persons  were  to  be  so  fortunate  as  to 
discover  a  few  hundreds  of  diamonds  of  large  size,  their  value 
would  be  immensely  diminished  all  over  the  world ;  nor  would  it 
be  possible  to  assign  what  proportion  the  labour  of  producing 
them  would  bear  to  their  price.  On  the  other  hand,  were  a 
million  of  men  to  devote  themselves  to  search  for  them,  and  if 
they  searched  in  vain,  and  found  none,  that  circumstance  would 
not  have  the  smallest  effect  in  raising  the  value  of  a  single 
diamond.  So  that  the  real  truth  is,  that  men  are  willing  to 
devote  themselves  to  search  for  diamonds  because  they  are  of 
great  value  when  found.  A  diamond  is  not  valuable  because  a 
great  deal  of  labour  has  been  bestowed  on  finding  it,  but  a  man 
searches  for  diamonds  because,  though  he  may  only  find  one  at 
rare  intervals,  the  value  of  it  when  found  is  so  great  that  it  will 
repay  him  for  a  long  course  of  unsuccessful  labour.  Thus,  also, 
pearls  are  not  dear  because  so  many  fishermen  seek  for  them,  but 
so  many  fishermen  labour  to  find  them  because  they  are  highly 
esteemed,  and  rich  people  are  willing  to  pay  high  prices  for  the 
pleasure  of  possessing  them.  Hence,  we  may  say  that  it  is  true 
of  diamonds  and  pearls,  and  all  that  class  of  products,  that  a 
great  deal  of  labour  is  bestowed  on  producing  them  because  a  high 
price  is  given  for  them,  and  that  it  is  a  mistake  to  say  that  a 
high  price  is  given  for  them  because  a  great  deal  of  labour  is 
bestowed  on  producing  them.  Sidney  Smith  was  in  a  fever  of 
anxiety  to  sell  some  jewels  he  had,  to  set  up  house,  lest  mankind 
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Bhonld  awake  from  their  folly,  and  reftise  to  bay  these  glittering 
baubles.  No  examples  can  be  taken  better  than  these  to  shew  the 
total  want  of  any  necessary  relation  between  labotar  and  value. 

41.  An  attentive  consideration  of  this  last  example  is  of  the 
ntmost  importance,  and  is  of  nniyersal  explication  in  Economics. 
We  observe  that  the  qmUty  of  the  difmiond  is  not  in  any  way 
affected  by  the  quantity  of  labour  bestowed  on  finding  it.  A 
diamond  of  the  first  water  may  be  found  after  a  search  of  five 
minutes ;  a  search  of  as  many  days,  months,  or  years,  may  only 
be  rewarded  by  finding  a  very  inferior  one.  But  yet  the  result  of 
the  lesser  amount  of  labour  may  be  far  more  valuable  than  the 
result  of  the  greater  amount.  This  is  a  universal  truth  in 
Economics.  In  all  cases  it  is  the  remits  and  that  only,  which  is 
looked  to,  wholly  independent  of  the  labour  by  which  it  has  been 
arrived  at. 

42.  Ricardo  has  brought  forward  in  support  of  his  funda- 
mental principle,  that  cost  of  production  regulates  value,  an 
article  that  deserves  to  be  examined.  He  says^ — ^^'Gold  and 
Silver,  like  all  other  commodities,  are  valuable  only  in  proportion 
to  the  quantity  of  labour  necessary  to  produce  them  and  bring 
them  to  market.  Gold  is  about  fifteen  times  dearer  than  silver, 
not  because  there  is  a  greater  demand  for  it,  nor  because  the 
supply  of  silver  is  fifteen  times  greater  than  that  of  gold,  but  solely 
because  fifteen  times  the  quantity  of  labour  is  necessary  to  produce  a 
given  quantity  of  it"  Such  an  assertion  as  that  it  is  fifteen  times 
more  expensive  to  obtain  gold  than  silver  carries  its  own  refuta- 
tion t)n  the  very  &ce  of  it,  and  is  just  one  of  those  tests  which, 
being  inconsistent  with  a  known  truth,  proves  the  fallacy  of  the 
whole  of  Ricardo's  argument  A  gold  mine  is  not  more  costly  or 
laborious  to  work  than  a  lead,  or  tin,  or  copper  mine.  But  it  is  a 
much  scarcer  metal  than  any  of  the  others,  and  it  is  extremely 
usefiil  for  certain  purposes.  It  is  not  the  greater  amount  of  labour 
bestowed  upon  producing  gold  that  gives  it  its  greater  compara- 
tive value  to  sUver,  but  its  greater  comparative  scarcity  to  that 
metal.  So  &r  fh>m  its  being  true,  as  Ricardo  says,  that  the 
supply  of  silver  is  not  fif  een  times  as  large  as  that  of  gold,  the 
fact  is  that  until  the  discovery  of  Califi)mia  and  Australia,  the 

>  FrindpUi  qf  PoiUieal  Economy  and  TaxalUcn^  p.  421. 
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supply  of  silyer  was  forty  times  as  great  as  that  of  gold.^  The 
reason  why,  when  it  was  forty  times  more  abundant,  it  was  only 
fifteen  times  less  yaluable  than  gold,  will  be  shewn  a  little  further 
on.  Now,  this  is  exactly  what  Baoon  calls  a  crucial  instance ;  and 
is  absolutely  dedsiye  of  the  merits  of  Bicardo's  system.  Accord- 
ing to  his  doctrine,  the  only  reason  why  gold  could  be  fifteen 
times  more  yaluable  than  silver  would  be  that  it  was  fifteen  times 
more  ezpensiYe  to  produce  it.  But  this  is  known  to  be  a  fallacy, 
and  is  decisive  of  the  Mlacy  of  the  system  built  upon  such 
doctrines.  If  gold  were  as  abundant  as  silver,  it  would  be  much 
more  convenient  to  have  silver  coins  than  gold  ones,  as  an  equal 
quantity  of  silver  would  be  much  lighter  and  more  convenient  to 
cany  &an  the  same  quantity  of  gold.  It  is,  in  fact,  the  peculiar 
qualities  which  render  gold  so  usefcd  as  a  currency  that  give  it  the 
greater  portion  of  its  value. 

43.  The  different  value  of  houses  according  to  the  locality  in 
which  they  are  built  well  exemplifies  how  greatly  more  surround- 
ing circumstances  influence  the  value  of  an  article  tiian  the  cost 
of  its  production.  It  would  not  cost  more  to  build  a  house  or  a 
range  of  offices  in  the  heart  of  the  City  of  London,  opposite  the 
Bank  of  England  or  the  Exchange,  than  in  the  most  unfrequented 
suburb,  but  of  what  different  values  they  would  be !  Now,  it  is 
dear  that  the  greatly  augmented  value  of  the  building  in  the 
City  would  be  ahnost  entirely  due  to  the  great  demand  for  offices 
in  that  locality,  and  would  have  no  reference  to  the  cost  of  its 
production.  Nay,  so  much  is  value  affected  by  external  circum- 
stances, that  a  house  or  a  shop  will  be  far  more  valuable  on  one 
side  of  a  street  than  on  the  other,  as  it  may  be  more  fashionable 
or  sunny,  or  the  reverse.  So  apparently  minute  are  the  dr- 
comstanoes  that  cause  great  differences  in  value.  Again,  an 
nnezpected  change  in  the  fashion,  which  is  merely  another  name 
bt  the  demand  suddenly  ceasing,  .causes  the  most  violent  de- 
jffession  in  the  value  of  the  most  expensive  articles.  A  few  years 
ago  a  species  of  carriage  called  chariots  were  the  most  fashionable 
of  any — ^now  there  are  very  few  remaining,  and  a  good  chariot 
whidi  in  former  times  would  have  cost  several  hundred  pounds, 
would  not  now  fetch  more  than  a  few  pounds,  the  mere  value  of 
the  wood  and  iron,  because  they  have  been  superseded  by  more 

>  JiieCfuUoek*$  Commercial  Dictionary,    Art, :  Prcdom  MetaU, 
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oonyenient  forms  of  carriages.  These  examples  are  sufficient  to 
shew  how  erroneous  it  is  to  think  that  the  value  or  price  of  an 
article  can  be  controlled  by  its  cost  of  production. 

44.  The  value  of  pictures,  sculpture,  and  all  objects  of  art  is 
so  entirely  allowed  by  the  advocates  of  the  law  of  cost  of  pro- 
duction regulating  v^ue,  to  be  an  exception  or  contradiction  to 
that  law,  that  we  need  not  farther  allude  to  them  than  to  remark 
that  they  are  examples  of  the  law  of  supply  and  demand,  and  are 
universsdly  allowed  to  be  so. 

45.  Many  raUway  companies,  in  regulating  their  fares,  have 
acted  upon  an  error  analogous  to  the  doctrine  that  the  cost  of 
production  regulates  price.  It  used  to  be  not  an  uncommon 
argument  for  keeping  up  fares  very  high,  that  the  cost  of  making 
the  railway  was  very  high,  and  therefore  the  fares  must  be  high. 
The  two  things  have  no  relation  whatever.  The  object  should  be 
so  to  regulate  the  fares  as  to  produce  the  greatest  amount  of 
revenue  possible.  The  companies  should  have  calculated  before 
making  the  railway  the  amount  of  revenue  they  could  probably 
obtain,  which  would  determine  the  value  of  the  railway  when 
made,  and  then  the  cost  of  making  the  railway,  and  if  the 
revenue  would  pay  the  interest  of  the  money  expended  in 
making  the  railway,  then  they  should  make  it,  otherwise  not 

46.  It  is  quite  easy  to  shew  that  the  value  of  an  article  may 
diminish,  as  the  cost  of  its  production  increases.  Let  us  take  the 
example  of  a  ship,  as  that  will  illustrate  this  principle  as  well  as 
any  other.  The  value  of  a  ship  at  any  given  time  (omitting  the 
question  of  how  long  she  may  last)  is  measured  by  the  amount  of 
freight  she  can  earn.  If  the  demand  for  ships  ,be  great  and  the 
number  of  them  few,  the  value  of  shipping  will,  of  course,  be 
high ;  but  if  the  number  of  ships  be  increased,  while  the  demand 
for  them  remains  the  same,  the  value  of  each  will  be  diminished. 
Now,  if  the  value  of  ships  be  high,  it  will  naturally  cause  a 
greater  number  to  be  built,  which  will  stimulate  industry  in  that 
trade,  and  certainly  cause  an  advance  in  shipwrights'  wages. 
Thus,  the  cost  of  production  of  each  ship  will  be  increased, 
while  each  new  ship  that  is  built  will  diminish  the  value  of  the 
whole ;  and  the  more  that  are  built  will  still  farther  diminish  their 
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Talue,  till  at  last  the  value  of  each  wiU  diminish  so  much  that  it 
will  scarcely  exceed  the  cost  of  production,  and  then  they  .will 
cease  to  be  built.  If  the  demand  varies  as  well  as  the  supply,  it 
is  quite  easy  to  discover  what  its  effects  must  be  according  as  its 
rate  of  increase  is  greater,  equal  to,  or  less  than  the  supply. 

47.  The  fondamental  &llacy  of.  the  doctrine,  that  the  cost  of 
production  regulates  value,  is  that  it  wholly  omits  to  take  into 
consideration  the  effect  that  an  excess  of  quantity  has  in  de- 
pressing the  market.  If  producers  of  articles  had  always  a  Ml 
knowledge  of  the  supply  that  would  be  required,  and  re^*ained 
from  throwing  more  on  the  market  than  could  be  taken  off  at  a 
remunerative  price,  that  doctrine  might  appear  more  specious. 
But  all  commerce  is  full  of  overtrading,  and  if  commodities  are 
thrown  upon  the  market,  there  is  no  limit  to  the  depression  of 
price  they  may  undergo,  whatever  may  be  their  cost  of  production. 
When  this  is  the  case,  the  article  ceases  to  be  produced  until  the 
excessive  supply  is  worked  off,  and  the  price  has  risen  on  account 
of  the  increased  proportion  of  demand  over  supply.  As  soon  as 
the  enhanced  price  caused  by  the  limitation  of  the  supply,  and  by 
that  only,  meJces  it  profitable  to  produce,  production  will  be  re- 
sumed. If  the  price  continues  to  rise,  production  will  be  still 
further  stimulated,  and  capital  will  be  attracted  into  that  branch 
of  business,  until  the  increased  proportion  of  supply  compared  to 
the  demand  again  causes  the  price  to  fall.  But  in  all  these  cases 
it  is  the  rise  or  fall  in  the  price  that  attracts  or  repels  capital,  and 
not  the  employment  of  capital  that  regulates  the  price.  The  idea 
that  cost  of  production  regulates  value  proceeds  upon  the  sup- 
position that  the  individual  can  control  the  market,  whereas  in  all 
ordinary  cases  it  is  the  market  that  controls  the  individual.  In 
those  exceptional  cases  where  a  single  individual  has  such  power 
over  the  production  of  any  article  as  to  be  able  sensibly  to 
influence  the  market,  he  can  of  course  raise  the  profits  of  that 
article  far  above  the  usual  commercial  profits,  simply  from  his 
power  of  keeping  competitors  out  of  his  line  of  business. 

48.  These  considerations  arc  sufficient  to  shew  the  fallacy  of 
the  doctrine,  that  it  is  the  cost  of  production  which  regulates  price 
or  value.  On  the  contrary,  it  is  generally  the  value  an  article  is 
expected  to  have,  when  produced,  that  causes  it  to  be  produced. 

L 
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The  difference  between  the  cost  of  its  production  and  its  yalne 
is  called  the  profit^  and  the  course  of  a  prudent  man  would 
be^  first  to  calculate  the  cost  of  production  of  the  article,  then  to 
consider  what  would  be  its  probable  value  when  produced,  and  if 
the  difference  between  the  two,  or  the  profit,  is  sufficient  to  make 
it  worth  his  while  to  produce  it,  he  will  do  so,  if  not,  he  should 
try  to  discover  some  more  profitable  operation.  If  the  value  of 
tiie  article  when  produced  is  only  equal  to,  or  less  than,  the  oost  of 
production,  he  must  sell  at  a  loss,  and  repeated  operations  of  this 
nature  will  end  by  ruining  him.  The  history  of  all  commerce  is 
but  too  fall  of  examples  of  the  value  of  articles  falling  below 
their  cost  of  production,  and  of  mercantile  enterprises  which 
never  pay  their  expenses.  There  is  but  one  way  in  which  a 
producer  can  govern  price  by  the  cost  of  production,  and  that  is 
when  he  can  obtain  a  command  over  the  supply,  and  limit  it 
artificially,  and  not  produce  more  than  the  pubUc  can  be  made  to 
buy  at  a  particular  price.  The  Dutch  acted  upon  this  principle 
when  they  conquered  the  Spice  Islands  in  the  Eastern  Archipelago. 
With  contemptible  selfishness,  they  cut  down  three-fourths  of  the 
spice-bearing  trees,  and  so  artificially  enhanced  the  value  of  the 
remainder.  It  is  also  said  that  there  is  but  one  mine  in  England 
which  produces  plumbago,  or  black  lead  for  pencils,  and  this 
being  in  the  hands  of  one  proprietor,  he  carefully  limits  its  annual 
produce  to  force  up  its  price  in  the  market. 

49.  Nothing  can  be  more  incorrect  in  a  scientific  point  of 
view  than  the  Ricardian  doctrine  that  the  price  of  food  regulates 
the  Wages  of  Labour,  and  that  Cost  of  Production,  which  mainly 
consists  of  Wages  of  Labour  according  to  him,  regulates  value. 
This  is  manifestly  reasoning  in  a  vicious  circle:  because  what 
regulates  the  price  of  food  according  to  Bicardo  ?  Quantity  of 
Labour.  Hence  Ricardo  says  that  the  Quantity  of  Labour 
regulates  the  price  of  food,  and  then  that  the  price  of  food 
regulates  the  price  of  Labour.  Can  there  be  a  more  striking 
instance  of  reasoning  in  a  vicious  circle  ?  So  far  is  it  fix)m  being 
true  that  a  rise  in  the  price  of  food  causes  a  rise  in  the  rate  of 
wages,  that  the  effect  is  generally  the  reverse,  and  a  rise  in  the 
price  of  food  depresses  wages.  When  the  conmiunity  at  large  has 
to  pay  an  enhanced  price  for  their  food,  which  is  an  article  of 
prime  necessity,  they  have  less  to  spare  for  clothing  and  other 
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goods.  These  being  less  sought  after  will  dimijiiBh  in  Yalue, 
ocHisequenUy  as  the  mannfactorer  cannot  get  so  mnch  for  his 
goodsy  he  must  either  diminish  the  cost  of  their  production,  or 
cease  to  produce.  He  must  either  force  down  wages,  or  shut  up 
his  mills.  So  that  the  necessary  result  of  a  considerable  rise  in 
the  price  of  food  is  a  fall  in  wages.  That  this  is  the  case  in 
manufacturing  districts  is  too  notorious  to  be  disputed.  Now,  the 
wages  of  labour  in  this  case  depend  entirely  upon  the  relative 
necessities  of  the  workmen  and  the  employers,  and  their  relative 
power  over  each  other.  The  workmen  will  of  course  resist  a  fall 
in  wages  as  long  as  they  can,  but  if  the  master  cannot  reduce 
them  to  a  certain  rate,  he  cannot  repay  himself  for  his  outlay,  so 
that  if  the  workmen  refuse  to  work  for  those  wages- he  must  shut 
up  his  mill ;  but  if  the  workmen  cannot  find  employment,  they 
must  starve,  so  they  must  at  last  consent  to  the  master's  terms. 
On  the  other  hand,  when  there  is  a  good  sale  for  the  master's 
products,  he  is  anxious  to  supply  this  demand  and  realize 
profits,  and  the  workmen  soon  find  this  out  and  refuse  to  work 
unless  for  higher  wages ;  but  in  this  case  there  is  also  a  limit 
which  the  master  cannot  go  beyond,  and  there  he  takes  his  stand 
as  befiyre,  and  the  workmen  must  yield.  It  sometimes  happens 
that  the  workmen  are  so  misguided  as  to  think  that  by  increasing 
the  price  of  their  labour  they  can  force  up  the  market  value  of  the 
article,  which  erroneous  idea  has  given  rise  to  a  great  number  of 
mihappy  proceedings,  so  well  known  as  "  strikes,"  in  the  manufac- 
turing districts.  These  strikes  have  repeatedly  happened,  both 
when  trades  have  been  in  a  state  of  great  depression,  as  well  as 
when  they  were  prosperous ;  in  the  former  case,  when  the  masters 
found  it  necessary  to  reduce  wages,  the  men  combined  to  resist 
the  reduction ;  in  the  latter  case,  when  the  men  combined  to  raise 
their  wages,  and  the  masters  resisted  them,  so  that  the  men 
Bbrnck  to  compel  the  masters  to  yield.  From  these  examples,  as 
well  as  others  which  will  be  adduced,  it  will  be  seen  that,  instead 
cf  the  cost  of  production  regulating  the  value  of  an  article,  it  is 
frequently  its  value  which  determines  the  cost  of  production. 

50.  Hence,  we  see  that  wages,  or  the  price  of  labour,  are 
determined  by  the  value  of  the  service  at  the  time  it  is  rendered. 
If  there  is  a  great  demand  for  goods,  there  is  a  great  demand  for 
men  to  make  them,  and  every  master  who  has  orders  to  execute  is 

H  2 
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anxious  to  engage  men  to  enable  him  to  do  so,  and  the  inevitable 
consequence  of  this  is  to  give  the  men  a  greater  power  over  their 
employers,  and  enable  them  to  raise  their  demands,  and  the  masters 
can  well  afford  to  do  so,  because  though  by  the  rise  of  wages  their 
profits  upon  each  indiyidual  transaction  may  be  diminished,  jet, 
from  the  greater  number  of  operations,  their  profits  are  increased 
upon  the  whole.  On  the  contrary,  when  the  demand  for  goods 
&S&  off,  and  the  quantity  of  work  to  be  done  is  diminished,  there 
are  so  many  workmen  to  do  %  that  each  is  anxious  to  secure  a 
share  of  it  for  himself,  and  then  the  power  of  the  masters  in- 
creases over  the  men,  and  they  are  enabled  to  reduce  wages,  nay, 
they  must  do  so  in  self-preservation,  because  the  number  of  their 
operations  being  reduced,  the  profit  on  each  must  be  increased,  to 
enable  them  to  live.  Now,  when  is  it  that  the  demand  for  goods 
increases  ?  Common  sense  and  universal  experience  reply,  when 
the  price  of  food  is  low,  for  then  the  people  are  able  to  indulge  in 
other  luxuries,  and  give  a  spur  to  labour.  On  the  contrary,  when 
jfood  is  high  they  have  less  to  spare  from  food,  which  is  an 
absolute  necessity  to  them,  and  they  must  curtail  their  expendi- 
ture on  other  articles,  so  that  there  is  less  demand  for  labour,  and, 
in  the  natural  order  of  things,  the  price  of  it  falls  because  the 
power  of  the  labourers  is  diminished.  The  history  of  prices  in 
this  country  will  be  found  to  confirm  the  truth  of  these  observa- 
tions ;  never  was  the  price  of  labour  so  high  as  when  food  was 
cheap ;  on  the  contrary,  as  food  rose  the  price  of  labour  fell.  These 
fluctuations  in  wages,  produced  by  causes  which  were  ill  under- 
stood, alarmed  and  irritated  the  workmen,  and  opened  an 
unfortunate  field  for  a  number  of  designing  knaves  to  prey 
upon  their  ignorance  and  misery. 

51.  It  is  not  surprising  that  ignorant  and  uninstructed  work- 
men should  fall  into  this  mistake^  when  we  see  persons  of  much 
better  education  commit  precisely  the  same  error.  The  frmda- 
mental  error  which  brought  about  so  many  of  these  unhappy 
strikes  was,  what  has  been  said  by  persons  of  repute,  that  the  cost 
of  production  of  an  article  regulates  its  price.  Many  of  these 
strikes  were  nothing  more  than  the  attempt  to  carry  out  to  their 
practical  and  logical  conclusions  the  doctrines  which  eminent 
political  economists  had  enunciated  with  applause.  The  workmen 
thought  that  by  combining  to  raise  the  price  of  their  labour  they 
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conld  force  up  the  price  of  the  article.  But  these  proceedings 
have  usually  ended  in  &ilure  and  disaster  to  their  authors,  for 
they  neglected  to  take  into  their  calculation  the  necessity  the 
public  had  for  the  article,  and  their  means  of  supplying  them- 
selves with  it  elsewhere,  which  are  essential  elements  in  deter- 
mining the  price. 

52.  Innumerable  instances  of  the  truth  of  these  doctrines  will 
present  themselves  to  every  one  practically  acquainted  with  com- 
merce. A  striking  one  is  given  by  an  American  writer' — "  The 
cost  of  transport  has  fixed  year  after  year  the  limit  of  agriculture. 
Translated  into  miles  of  railroad,  it  has  been  the  radius  that  has 
described  the  charmed  circle  within  which  grain  growing  would 
pay ;  for  the  price  of  grain  at  Liverpool  fixes  its  price  at  any  point 
in  this  country.  The  farmer  sells  his  wheat  for  the  Liverpool 
price,  less  the  cost  of  transport  to  Liverpool.  As  that  cost  in- 
creases, his  profit  decreases.  When  it  reaches  a  certain  point  his 
profit  is  nily  and  he  must  stop  producing." 

So  an  able  writer  in  a  daily  paper,  speaking  of  strikes,  says' — 
**  Where  is  the  remedy  ?   Mainly  in  the  increase  of  knowledge. 
Only  the  other  day  the  landed  gentry  of  England  were  relying  on 
Protection ;  it  is  not  so  very  surprising,  therefore,  if  working  men 
should  still  hope  for  prosperity  through  laws  which  really  impede 
their  own  education  and  cramp  the  progress  of  their  crafts.    But 
we  believe  that  the  lessons  taught  by  unsuccessftQ  strikes  are  at 
lengtii  sinking  deep  into  the  minds  of  the  operatives.     The 
fidlure  of  the  great  Preston  strike  of  1854  was  an  experience  for 
the  men  of  Lancashire  which  they  never  forgot.    As  one  of  their 
leaders  said  six  years  afterwards :  '  We  now  observe  the  current 
prices  of  the  trade ;  when  they  increase,  we  demand  a  rise  of  wages; 
and  our  masters,  recognising  the  reason  of  the  thing,  at  once  give 
us  the  advance.'    This  very  principle  was  a  short  time  since 
admirably  carried  into  practice  in  Staffordshire.    The  ironmasters 
announced  a  reduction  of  wages,  and  the  millmen  and  fumacemen 
of  West  Bromwich  assembled  together,  talked  over  the  situation, 
and  a  full  discussion  ended  in  passing  the  following  resolution : — 
'  That  this  meeting,  after  due  deliberation,  and  taking  into  con- 
sideration the  state  of  the  trade  and  the  price  of  iron,  cannot  in 

>  A.  B.  Mown.  FortnighUy  Bevitw,  SepUy  1874. 
'  Daily  Telegraph,  Jan.  23,  1865. 
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justice  to  their  employers  and  in  honour  to  themselves,  do  other- 
wise than  accept  the  redaction  as  proposed,  and  are  willing  to 
commence  work  when  their  employers  need  their  services.'  Thus 
all  danger  of  an  industrial  war  on  this  occasion  is  averted,  and  the 
calmness,  wisdom,  and  proper  feeling  here  shewn  constitute  an 
excellent  example  to  the  working  classes  throughout  the  land.  If 
all  operatives  would  clearly  recognise,  as  these  West  Bromwich 
men  have  done,  that  the  wages  they  can  get  depend  on  the  state  of 
trade  and  the  price  of  the  commodities  they  help  to  produce,  obstinate 
and  unsuccessfid  strikes  would  soon  belong  to  the  history  of  the 
past." 

Another  striking  instance  of  this  principle  may  be  mentioned. 
In  1872  and  1873  the  price  of  coal  rose  enormously,  to  the  dismay 
of  every  householder  in  the  country.  During  this  period,  also, 
repeated  rises  in  the  wages  of  the  colliers  were  announced.  The 
public  are  never  very  nice  in  observing  the  order  of  such  events, 
and  many  persons  thought  that  the  long  prophesied  fiulure  of 
our  coal  supplies  had  come  at  last,  and  that  the  increased  price  of 
tiie  coal  was  due  to  the  increased  cost  of  obtaining  it.  The 
complaints  of  the  public  were  so  loud  that  a  Committee  of  the 
House  of  Commons  was  appointed  to  investigate  the  subject. 
They  instituted  a  searching  inquiry  into  the  whole  facts  of  the 
case,  and  they  clearly  shewed  that  the  enormous  rise  was  due  to 
the  immense  demand  for  iron :  every  ton  of  pig  iron  requiring 
three  tons  of  coal,  and  every  ton  of  rolled  iron  requiring  six 
tons  of  coal.  The  Conmiittee  said  that  they  were  ^'satisfied 
that  the  prices  of  coal  which  prevailed  several  years  before  the 
present  rise  commenced  were  so  low  that  they  did  not  afford  a 
reasonable  profit  to  the  owners  of  collieries  in  general,  nor  such 
remuneration  as  the  workmen  might,  with  regard  to  the  hazardous 
nature  of  the  labour,  reasonably  expect." 

The  witnesses  examined  by  the  Committee  were  unanimous 
that  it  was  the  high  price  of  coal  that  caused  the  workmen  to 
demand  higher  wages,  and  not  the  reverse.  Mr.  Baker  said — 
"  The  iron  trade  has,  generally  speaking,  owing  to  its  large  con- 
sumption, ruled  the  price  of  coal  and  wages  too."  Mr.  Wardell 
said — ^^  Wages  have  advanced  in  proportion  to  the  price  of  coal." 
Mr.  Dickinson  said  that — "  Coal  has  been  selling  at  an  unprece- 
dentedly  high  price  of  late,  and  the  consequence  has  been  that 
wages  have  been  similarly  high."    Mr.  Macdonald  said  that — **  In 
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every  case  in  Scotland,  the  rise  in  the  price  of  coal  preceded  the 
rise  in  the  rate  of  wages.  The  workmen  followed  the  employers' 
demand  npon  the  pubUc  with  a  demand  for  an  advance  of  wages. 
The  advance  of  price  was  announced  in  the  papers,  and  always 
preceded  the  demand  of  the  men.  In  one  case  where  the  men 
were  satisfied  that  the  rise  in  the  price  of  coal  was  injorioiiB  to  the 
mannfactoring  interests  of  the  country,  they  agreed  not  to  press 
their  demand  for  wages,  if  the  employers  would  take  off  the  last 
advance  of  price."  Mr.  Halliday  described  the  successive  rises  in 
the  price  of  coal  which  were  followed  by  a  rise  in  wages.  He 
said  that  the  custom  from  his  youth  upwards  had  been  that  the 
men  should  have  a  rise  of  2d.  for  every  IQd.  rise  in  the  price  of 
coal :  which  custom  however  had  not  been  strictly  followed  in  the 
late  rise.  In  1869  wages  were  ds«  6d.  to  3s.  9d.  a  day.  In 
1871  they  got  an  advance  of  2d.  per  ton,  in  consequence  of 
the  rise  in  coaL  In  November,  1871,  coal  advanced  lOd.,  and 
the  men  got  Id.  In  January,  1872,  coal  rose  lOd.,  and  the  men 
got  Id.  In  May  coal  rose  another  lOd.,  and  the  men  got  nothing. 
In  June  coal  rose  Is.  8d.,  and  the  men  got  2d.  In  July  coal  rose 
28.  6d.,  and  the  men  got  Sd.  In  September  coal  rose  5s.,  and  the 
men  got  Sd.  In  December  coal  rose  8s.  4d.,  and  the  men  got  2d. 
In  fact,  he  said  the  rise  in  the  workmen's  wages  had  not  kept 
pace  with  the  increased  price  of  coal  by  a  considerable  amount. 

The  Report  says — "  It  is  clearly  shewn  that  the  real  order  of 
eumU  has  hem  the  rise  in  the  price  of  irony  the  rise  in  the 
price  of  coal,  and  the  rise  in  the  rate  of  wages.  The  increased 
payment  per  ton  for  labour  employed  in  getting  the  coal 
cannot,  therefore,  be  considered  as  the  primary  cause  of  the 
large  increase  in  the  price  of  coal;  a  rise  in  wages  followed 
upon,  rather  than  preceded,  a  rise  in  the  price  of  coaL"  Since 
then  the  great  commercial  collapse  has  taken  place  in  America, 
to  which  a  very  large  portion  of  the  iron  was  sent  for  rail- 
road purposes,  and  which  was  in  great  part  brought  on  by  the 
excessive  construction  of  railroads.  Prices  have  every  where  gone 
down ;  iron  and  coal  have  nearly  receded  to  their  former  level ; 
and  as  the  necessary  consequence,  wages  have  been  enormously 
reduced  throughout  the  whole  mining  districts,  though  neither 
coal  nor  wages  have  hitherto  fallen  to  their  prices  before  1872. 

So  completely  was  the  fallacy  of  the  doctrine  that  cost  of 
production,  or  the  price  of  labour,  regulates  value  understood  in 
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the  mining  districts  that  more  than  30  years  ago  Thornycroft 
established  a  system  in  the  iron  trade  by  which  wages  are  paid  in 
proportion  to  price ;  thongh  it  is  alleged  that  a  feeling  against 
this  system  has  recently  risen  among  the  men. 

This  system,  however,  has  found  favour  among  our  antipodean 
fellow-citizens.  It  is  said  in  the  Times,  July  81st,  1874 — ^*  In 
view  of  the  difficulties  that  surround  the  labour  question  at  home, 
I  think  it  desirable  to  call  attention  to  one  mode  of  settling 
affairs  of  this  sort  adopted  by  the  coal  miners  at  Newcastle,  to  the 
north  of  Sydney.  A  demonstration  signalising  the  settlement  was 
held  lately.  The  chairman  of  the  miners'  association  took  the 
opportunity  to  announce  the  terms  of  agreement  accepted  by  the 
managers  and  miners,  which  were  as  follows : — *  Firsts  that  the 
minimum  rate  of  wages  payable  for  hewing  and  all  other  work 
usually  performed  by  miners  at  each  of  the  above-named  collieries, 
shall  be  the  rates  current  thereat  prior  to  the  23rd  day  July,  1872, 
when  the  selling  price  of  sound,  or  best  coal,  was  8s.  per  ton, 
and  of  small  coal  3s.  6d.  per  ton.  Second,  that  subject  to  the 
above  limit,  the  wages  payable  at  each  of  the  above  collieries  for 
hewing  and  all  other  work  usually  performed  by  the  miners  shdU 
be  regulated  by  the  price  of  coal,  and  rise  and  fall  tvith  it"  Many 
other  rules  were  laid  down  for  adjusting  the  details  of  this 
scheme:  and  submitting  all  disputes  which  might  arise  to  arbitra- 
tion, and  then  the  correspondent  concludes — "  On  condnding  the 
above,  the  chairman  announced  to  coal  buyers  in  Victoria,  South 
Australia,  New  Zealand,  Hong  Eong,  Batavia,  and  India,  that 
no  hindrance  in  future  would  exist  through  strikes  to  the  supply 
of  ships ;  the  commercial  millennium  of  the  port  had  arrived : 
strikes  and  lock-outs  were  things  of  the  past.  Various  miners 
addressed  the  meeting  in  the  same  happy  and  assuring  strain." 

Let  us  hope  that  these  happy  anticipations  will  be  verified.  At 
all  events,  these  instances  are  sufficient  to  prove  the  truth  of  the 
principle  we  have  been  endeavouring  to  enforce,  that  it  is  just  as 
often  the  Price  of  an  article  that  governs  its  cost  of  production  as 
the  reverse.  And  here  we  must  stop :  every  one  who  attends  to 
these  discussions  must  see  its  truth  verified  daily.  Volumes 
might  be  written  to  verify  it,  as  might  be  the  case  with  every  one 
of  the  points  discussed  in  this  chapter.  What  we  have  said  is 
simply  enough  to  prove  the  general  principle. 
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On  the  Division  of  Labour. 

53.  We  now  come  to  the  principle  of  the  Division  of  Labour, 
which  has  acquired  great  celebrity  &om  Smith  having  made  it  the 
commencement  of  the  Wealth  of  Nations.  Several  writers,  cer- 
tainly, had  obserred  it  before  him ;  but  no  one  had  brought  it 
into  that  prominence  which  it  really  deserves  as  the  most  powerM 
method  of  increasing  the  quantity  of  produce,  before  the  use  of 
machinery.  And  its  consequences  and  applications  reach  a  great 
deal  further  than  even  Smith  himself  ever  perceived. 

An  eminent  Economist,  Wakefield,  has  taken  exception  to  the 
expression  Division  of  Labour,  as  inyolving  a  fundamental  mis- 
conception. He  says  that,  notwithstanding  the  popularity  of 
Smith's  first  chapter,  it  is  not  only  very  deficient,  but  also  fiill  of 
error.^ 

**  The  use  of  the  same  term  in  different  senses,  or  of  different 
terms  in  the  same  sense,  is  primd  facie  evidence  that  a  writer  is 
not  thoroughly  acquainted  with  his  subject.  Both  kinds  of  over- 
sight occur  frequently  in  this  chapter.  To  explain  them  would  be 
more  easy  than  it  is,  if,  as  I  have  ventured  to  say  in  the  preface, 
the  meaning  of  the  commonest  terms  used  in  treating  of  Political 
Economy  were  not  still  unsettled. 

^  No  one  will  deny,  however,  that  there  is  a  wide  difference 
between  an  operation,  work,  or  business  which  is  performed  by 
labour,  and  the  labour  which  performs  it.  The  muscular  exertion 
by  which  a  house  is  built  is  not  the  same  thing  as  the  operation  of 
building  a  house ;  the  operation  of  making  a  pin  is  something 
entirely  distinct  from  the  muscular  exertion  by  which  tiie  pin  is 
made.  These  different  things  are  over  and  over  again  confounded 
by  Adam  Smith.  To  establish  this  position,  it  will  be  sufficient  to 
mark  a  number  of  instances  in  which  he  expresses  by  some  other 
term  than  *^  division  of  labour  "  what  he  generally  employs  that 
term  to  express: — 

^t^  *  The  important  hmineas  of  making  a  pin  is,  in  this  manner, 
divided  into  about  eighteen  distinct  operations.^ 

**  *  The  separation  of  different  trades  and  employments  from  one 
another.' 

"  *  How  many  different  trades  are  employed  [pursued]  in  each 
branch  of  the  linen  and  woollen  manufEictures.' 

*  Note  to  his  edition  of  WaUth  of  Nations, 
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**  *  So  complete  a  separation  of  one  btmness  from  another.' 

'^ '  It  is  impossible  to  separate  so  entirely  the  biismess  of  the 
grazier  troml  that  of  the  com  fanner  as  the  trade  of  the  carpenter 
is  oonmionly  separated  from  that  of  the  smith.' 

"  *  Philosophy  or  speculation  becomes^  like  every  other  employ' 
mentf  the  principal  or  sole  trade  or  occupation  of  a  particular  class 
of  citizens.  Like  every  other  employment,  too,  it  is  subdivided 
into  a  great  number  of  different  branches.' 

**  *  The  subdivision  of  employment  in  philosophy,  as  well  as  in 
every  other  husmesa,  improves  dexterity  and  saves  time.' 

'^  In  all  these  instanoeSy  and  not  a  few  more,  division  is  said  to 
take  place,  not>  as  the  writer  says  elsewhere,  in  the  labour  which 
performs  operations,  but  in  the  operations  which  are  performed  by 
labour.  The  impropriety  of  using  terms  so  dissimilar  to  express 
the  same  meaning  is  obvious  enough ;  but  this  is  notadispute 
about  terms  merely,  as  wiU  be  seen  by  the  following  curious 
remarks;  curious,  that  is,  as  appearing  in  a  treatise  on  the 
dMeion  of  labour : — 

**  *  Observe  the  accommodation  of  bhe  most  common  artificer 
or  day-labourer  in  a  civilized  and  thriving  country,  and  you  will 
perceive  that  the  number  of  people  of  whose  industry  a  part^ 
though  but  a  small  part,  has  been  employed  in  procuring  him 
accommodation,  exceeds  aU  compiUation.  The  woollen  coat,  for 
example,  which  covers  the  day-labourer,  as  coarse  and  rough  as  it 
may  appear,  is  the  produce  of  the  joint  labour  of  a  great  multi- 
tude of  workmen.  •  •  .  Without  the  assistance  and  co^operaHon 
of  many  thousands,  the  very  meanest  person  in  a  civilized  country 
could  not  be  provided,  even  according  to,  what  we  very  falsely 
imagine,  the  easy  and  simple  manner  in  which  he  is  commonly 
accommodated.' 

**  Here  then  labour  is  said  to  be  united,  as  in  &ct  it  is,  whenever 
employments  are  divided.  Nature  has  divided  labour  into  single 
pairs  of  hands.  The  greatest  division  of  labour  takes  place  among 
those  exceedingly  barbarous  savages  who  never  help  each  other> 
who  work  separately  from  each  other ;  and  division  of  employ- 
ments, with  all  its  great  results,  depend  altogether  on  combination 
of  labour,  or  co-operation.  Such  important  consequences  spring 
from  this  principle,  that  it  deserves  the  most  ample  illustration. 

"  *  Suppose,'  says  Dr.  Whately,  *  a  number  of  travellers  proceed- 
ing through  some  nearly  desert  country,  such  as  many  parts  of 
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America,  and  journeying  togetiher  in  a  kind  of  ca£Qa,  or  caravan, 
for  the  sake  of  mntnal  security :  when  they  came  to  a  halting 
place  for  the  night,  they  would  not  fail  to  make  some  kind  of 
extemporaneous  arrangement,  that  some  should  unlaid  and  fodder 
the  cattle,  while  others  should  fetch  firewood  from  the  nearest 
thicket,  and  others  water  trom  the  spring :  some,  in  the  mean- 
time, would  be  occupied  in  pitching  tents,  or  erecting  sheds  of 
boughs ;  others  in  preparing  food  for  the  whole  party ;  while 
acHne,  again,  with  ttieir  arms  in  readiness,  would  be  posted  as 
sentinels,  in  suitable  spots,  "to  watch  that  the  rest  might  not  be 
surprised  by  bands  of  robbers.  It  would  be  evident  to  them  that 
but  for  such  an  arrangement  each  man  would  have  to  go  to  the 
qxring  for  water,  and  to  the  wood  for  ftiel  r  would  have  to  prepare 
his  own  meal  with  abnost  as  mudi  trouble  as  it  costs  to  dress 
food  tor  the  whole,  and  would  have  to  perform  all  these  tasks 
encombered  by  his  arms,  and  on  the  watch  for  a  hostile  attack*' 

^  All  this  would  be  evident  to  them ;  they  would  perceive,  in 
tibart,  the  great  utility  of  separating  the  different  occupations 
leqoired  for  their  ease  and  safety.  But  in  order  that  the  traveller 
should  thus  apportion  these  different  occupations  among  their 
own  body,  it  would  be  necessary  tiiat  they  should  first  combine 
their  labour  by  agreeing  to  travel  together,  and  to  help  each  other 
on  the  way.  If  each  of  them  had  travelled  alone,  each  man's 
labour  woidd  have  been  separated  or  divided,  not  only  from  that 
of  all  the  others,  but  again  amongst  the  several  occupations  of 
going  to  the  wood  for  fire,  and  to  the  spring  for  water,  <&c :  if 
the  labour  of  the  traveller  had  been  so  divided,  there  could  not 
have  been  any,  the  slightest  division  of  their  employments.  In 
like  manner,  the  division  of  employments  which  takes  place  in  a 
pin  manufactory,  results  from,  and  is  wholly  dependent  on,  the 
onion,  generally  under  one  roof,  of  all  the  labour  by  which  the 
jjiDB  are  made.  Thou^  no  entire  pin  be  made  by  any  one  person's 
united  labour ;  many  persons  whose  labour  is  united,  in  order  that 
the  whcde  operation  in  which  it  is  to  perform,  may  be  separated 
into  distinct  parts,  and  easily  apportioned  among  the  workmen. 
It  appears,  therefore,  not  only  that  '*  division  of  labour  "  is  a  most 
improper  term  as  commonly  used ;  not  only  that  this  is  the  proper 
term  for  expressing  a  state  of  things  under  which  what  is  com- 
monly expressed  by  it — namely  a  division  of  employments^ 
cannot  possibly  take  place;  but  that  all  writers  on  political 
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economy,  &om  Adam  Smith  downwards,  while  treating  of  the 
*  causes  of  improvement  in  the  productive  powers  of  labour/  have 
overlooked  a  principle  of  first  rate  importance. 

"This  principle  is>  that  all  improvement  in  the  productive 
powers  of  labour,  including  division  of  employments,  depends  upon 
co-operation." 

Wakefield,  therefore,  in  his  edition  of  Smith,  universally 
substitutes  division  of  employments  for  division  of  labour,  and 
Mill  heads  his  chapter,  which  treats  of  this  subject,  "The 
Combination  of  labour." 

It  must  be  admitted  that  Wakefield's  criticism  on  the  incor- 
rectness of  the  expression  division  of  labour  is  correct.  But, 
nevertheless,  when  a  term  has  once  got  a  firm  and  general  hold  of 
the  public  mind,  it  is  very  rarely  possible  to  change  it ;  the  only 
thing  that  can  be  done  is  to  point  out  the  misconception  involved 
in  it,  ahd  to  fix  and  define  it  in  its  true  meaning.  Numerous 
examples  of  this  will  occur  to  every  one  versed  in  the  history  of 
science.  Thus,  in  Mechanics  the  terms  Centripetal  and  Centri- 
ftigal  Force  are  used  to  mean  exactly  the  opposite  to  what  they 
were  when  they  were  first  invented,  owing  to  the  erroneous 
mechanical  conceptions  of  their  originators.  The  term  Division 
of  Labour  has  acquired  such  a  firm  position  in  Economics,  that 
we  shall,  in  the  same  way,  retain  it ;  but  we  shall  use  it  in  the 
sense  which  Wakefield  has  so  clearly  pointed  out. 

54.  Smith  has,  moreover,  erred  in  describing  the  origin  of  this 
principle.  He  says' — "It  is  the  necessary,  though  very  slow 
and  gradual,  consequence  of  a  certain  propensity  in  human  nature 
which  has  in  view  no  such  extensive  utility,  the  propensity  to 
truck,  barter,  and  exchange  one  thing  for  another." — "  As  it  is  by 
treaty,  by  barter,  and  by  purchase  that  we  obtain  &om  one  another 
the  greater  part  of  those  mutual  good  offices  which  we  stand  in 
need  of,  so  it  is  this  same  trucking  disposition  which  originally 
gives  occasion  to  the  division  of  labour." — ^"  As  it  is  the  power  of 
exchanging  that  gives  occasion  to  the  division  of  labour." 

Now  this  doctrine,  that  the  principle  of  the  division  of  labour 
arises  out  of  the  principle  of  exchange,  and  therefore  cannot  exist 
without  it,  is  ftindamentally  erroneous.  In  the  Socialistic  and 
Communistic  states  of  society  in  which  all  exchanges  are  perempt- 

>   Wealth  of  Nations,  B.  /.,  ch.  2,  8. 
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orily  forbidden,  and  which  are  organised  for  the  express  purpose 
of  abolishing  all  exchanges,  the  principle  of  the  division  of  labour 
is  as  thoroughly  well  understood  and  acted  upon  as  in  Economic 
BodetieSy  where  private  property  and  free  exchanges  exist.  For 
this  principle  conduces  inunensely  to  the  increase  of  the  quantity 
of  the  produce,  no  matter  whether  this  produce  belongs  to  the 
oommuniiy  in  general  or  to  each  member  separately.  Whether 
this  produce  is  to  be  ultimately  distributed  by  public  authority  as 
in  Socialist  and  Communist  societies,  or  by  the  method  of  free 
exchange  as  in  Economic  societies,  makes  no  difference:  the 
division  of  labour  only  affects  the  Quantity  of  produce  Obtained, 
not  the  method  of  its  Distribution. 

When  Smith  also  asserts  that  the  principle  of  the  division  of 
labour  originates  in  the  trucking,  bartering,  and  exchanging  pro- 
pensity of  men,  which  he  says  is  common  to  all  men,  and  to  no 
other  race  of  animals,  which  seem  to  know  neither  this  nor  any 
other  species  of  contract,  he  had  clearly  forgotten  both  his 
**  hnmanities  "  and  his  Natural  History.  Several  writers  had  not 
only  observed  the  principle  of  division  of  labour  among  animals, 
but  even  originated  the  name  from  observing  the  habits  of 
animals. 

Thus  Aristotle^  long  ago  noticed  that  in  a  hive  of  bees 
different  parties  devote  themselves  to  different  parts  of  the 
ocHnmon  work,  and  was  the  first  to  use  the  very  term  division 
of  labour  with  reference  to  them. — "And  they  have  each  of 
them  their  proper  work  allotted  to  them:  some  bring  flowers, 
others  bring  water;  others,  again,  smooth  and  perfect  the 
honeycomb." — ^"And  they  divide  the  work  among  themselves; 
Mid  some  work  at  the  honey,  some  at  the  young  bees,  others  at 
the  bee  bread :  and  some,  again,  mould  the  comb ;  others  bring 
water  to  the  cells,  and  mix  it  with  the  honey ;  and  others  go  to 
work."    He  also  ^aks  of  their  public  and  private  life. 

So  Pliny  says* — ^''Thus  when  in  favorable  weather  the  crowd 
has  set  forth  to  labour,  some  collect  the  flowers  with  their  feet, 
some  bring  water  with  their  mouths,  and  drops  with  the  tender 
down  of  their  bodies.  The  young  bees  go  forth  to  their  work, 
Mid  bring  back  their  stores  in  obedience  to  orders,  the  older  ones 
work  within  the  hive.    For  their  duties  within  are  divided  {pfficia 

>  Bitt,  ArUmal,  8,  14,  27,  23. 
«  ^o*.  HUtory,  XJ.,  10. 
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dwisa),  some  bnild  the  oomb^  some  polish  it,  others  fill  it,  others 
extract  the  food  from  what  is  brought" 

And  Virgil,  too,  as  if  to  conftite  by  anticipation  Smith's  assertion 
that  no  animals  bnt  man  can  enter  into  a  contract,  sajs^r— '^  Now 
oome,  I  will  discuss  the  natural  qualities  which  Jove  himself  has 
bestowed  upon  bees,  I  will  tell  for  what  wages  they,  following  the 
Onretes'  ringing  noise  and  rattling  brass,  fed  the  King  of  heayen 
within  a  Cretan  caye.  They  alone  haye  a  community  of  children 
and  jointly  own  the  houses  of  their  diy,  and  pass  their  life 
breath  majestic  laws.  They  alone  acknowledge  a  feitherland  and 
settled  home,  and  mindfiil  in  summer  of  the  winter  that  must 
come,  practise  hard  toil  and  for  the  common  use  store  up  their 
gains.  For  some  look  to  the  supply  of  proyisions,  and  by  settled 
eovmanU  (J<Bdere  pacto)  labour  in  the  fields;  part  witiiin  the 
confines  of  their  homes  lay  the  tear  of  the  narcissus,  and  the 
gluey  gum  from  the  bark  of  trees,  to  be  the  first  foundation  of 
the  hiye,  next  hang  along  the  binding  wax ;  others  guide  forth 
the  grown  of&pring,  the  nation's  hope :  others  pack  close  a  wealth 
of  purest  honey,  and  with  clean  nectar  swell  wide  the  cells.  Some 
there  are  whose  lot  has  fallen  to  stand  sentinels  at  the  gates,  and 
by  turn  they  watch  the  watery  clouds  of  heaven,  or  receiye  the 
loads  of  those  that  come  to  the  hiye,  or  in  close  array  driye  from 
the  homestead  the  drones,  a  lazy  herd.  Hotly  the  work  proceeds, 
and  the  stores  of  odorous  honey  are  sweet  with  the  smell  of 
thyme." 

It  is  said,  that  the  details  giyen  by  the  aboye  writers  are  not 
absolutely  correct,  as  might  naturally  be  expected,  but  modem 
obseryation  has  shewn  that  bees  carry  their  polity  and  diyision  of 
labour  much  further  than  had  been  ascertained  in  ancient  times. — 
*^  When  bees  begin  to  build  the  hiye,  they  divide  themselves  into 
bands,  one  of  which  produces  materials  for  the  structure ;  another 
works  upon  these  and  forms  them  into  a  rough  sketch  of  the 
dimensions  and  partitions  of  the  cells.  All  this  is  completed  by 
the  second  band,  who  examine  and  adjust  the  angles,  remoye  the 
superfluous  wax,  and  give  the  work  its  necessary  perfection,  and  a 
third  band  brings  provisions  to  the  labourers  who  cannot  leave 
their  work.  But  no  distribution  of  food  is  made  to  those  whose 
charge  in  collecting  propolis  and  pollen  calls  them  to  the  field, 
because  it  is  supposed  they  will  hardly  forget  themselves ;  neither 

>  Gearg.  /F.,  U9. 
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is  any  allowanoe  made  to  those  who  begin  the  architecture  of  the 
oella.  Their  province  is  yeiy  troublesome,  because  they  are 
obliged  to  level  and  extend,  as  well  as  cut  and  adjust  the  wax  to 
the  dimensions  required ;  but  then  they  soon  obtain  a  dismission 
from  tins  labour  and  retire  to  the  fields  to  regale  themselves  with 
jbody  and  wear  off  their  fatigue  with  a  more  agreeable  employ- 
ment. Those  who  succeed  them  draw  their  mouth,  their  feet,  and 
the  extremity  of  their  body  several  times  over  all  the  work,  and 
never  desist  until  all  is  polished  and  completed:  and  as  they 
frequKitly  need  refreshments,  and  yet  are  not  permitted  to  retire, 
there  are  waiters  always  attending,  who  serve  them  with  pro- 
visions when  they  require  them.  The  labourer  who  has  an 
i^petite  bends  down  his  trunk  before  the  caterer  to  intimate  that 
he  has  an  inclination  to  eat,  upon  which  the  other  opens  his  bag 
of  honey,  and  pours  out  a  few  drops :  these  may  be  distinctly  seen 
lolMng  through  the  hole  of  his  trunk,  which  insensibly  swells  in 
every  part  the  liquid  flows  through.  When  this  little  repast  is 
over,  the  labourer  returns  to  his  work,  and  his  body  and  feet 
repeat  the  same  motions  as  before."  ^  And,  indeed,  to  describe 
fiiUy  the  various  instances  in  which  the  division  of  labour  is 
carried  out  in  the  apiarian  ^commonwealth  world  require  a  large 
treatise. 

The  same  may  be  observed  of  ants,  and,  indeed,  some  naturalists 
go  so  &r  as  to  say  that  the  brain  of  the  ant  is  the  most  surprising 
tibing  in  creation  next  to  the  human  brain. — **  In  no  department 
of  natural  history  is  it  more  necessary  to  be  aware  of  the  proper 
import  of  the  term  instinct  than  in  studying  the  phenomena 
presented  by  the  bee ;  for  nowhere  is  it  more  difficult  to  discrimi- 
nate between  the  regular  operation  of  implanted  motives,  and  the 
resolt  of  acquired  knowledge  and  habits.  The  most  striking 
feature  of  their  history,  and  the  one  which  apparently  lays  the 
fiyondation  for  those  extraordinary  qualities  which  raise  them 
above  the  level  of  other  insects,  is  the  disposition  to  social  union. 
It  may  in  general  indeed  be  remarked  that  animals  which  associate 
together,  so  as  to  form  large  communities,  display  a  higher  degree 
of  sagacity  than  those  which  lead  a  solitary  life.  This  is  especially 
observable  among  insects.  The  spider  and  formica  leonis  may 
exhibit  particular  talents,  or  practise  particular  stratagems  in  the 
pursuit  and  capture  of  their  prey ;  but  their  history  is  limited  to 

1  Btmm*$  Itmet  ArchiUeturCt  jp.  181. 
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a  single  generation^  and  embraces  none  of  these  interesting  rela- 
tions which  obtain  between  individuals  composing  the  gregarions 
tribes^  such  as  the  ant^  the  wasp,  and  the  bee.  Among  these  we 
trace  a  community  of  wants  and  desires,  and  a  mutual  intelligence 
and  sympathy,  which  leads  to  the  constant  interchange  of  good 
offices,  and  which,  by  introducing  a  systematic  division  of  labour^ 
amidst  a  unity  of  design,  lead  to  the  execution  of  public  works 
on  a  scale  of  astonishing  magnitude."^ 

Among  Mammalia  the  beayer  is  pre-eminently  distinguished 
for  the  skill  with  which  it  constructs  great  engineering  works  for 
the  defence  and  maintenance  of  its  home.  Nothing  can  better 
exemplify  the  advantage  of  co-operation  of  labour  than  the  huge 
dams  constructed  by  these  animals  to  maintain  the  water  at  an 
uniform  height.  Having  fixed  upon  the  best  situation,  they  begin 
to  gnaw  down  one  of  the  largest  trees,  they  can  find,  taking  care 
that  if  on  the  bank  of  a  river  it  shall  fall  directly  across  the 
stream.  As  many  as  can  conveniently  sit  around  the  chosen  tree, 
continue  to  gnaw  it  about  eighteen  inches  from  the  ground,  until 
it  begins  to  give  way.  While  one  party  is  thus  employed  another 
is  employed  in  cutting  down  smaller  trees,  and  a  third  in  making 
mortar  and  soft  clay,  and  drawing  it  to  the  edge  of  the  river 
where  the  bridge  or  dam  is  to  be."^  Many  of  these  dams  are  of 
great  size,  being  200  or  300  yards  in  length,  and  12  feet  thick. 
They  are  made  of  the  trunks  of  the  trees  which  the  beavers  have 
felled,  cut  into  lengths  of  about  a  yard,  and  they  are  constructed 
in  such  a  form  as  is  best  adapted  to  meet  the  force  of  the  stream, 
being  straight  when  the  stream  is  not  strong,  and  convex  when  it 
is  powerful. 

The  examples  in  which  the  principle  of  the  division  of  labour 
is  carried  out  among  animals  might  be  greatly  extended,  but  they 
would  be  far  beyond  the  limits  of  this  work.  It  may  probably 
be  said  with  safety,  that  it  exists  more  or  less  among  all  animals 
which  live  in  society,  and  certainly  where  they  carry  on  works  of 
construction.  Therefore,  either  Smith's  doctrine  that  [the  division 
of  labour  is  the  result  of  reason  and  speech,  is  incorrect,  or  else 
reason  and  speech  must  be  conceded  to  a  considerable  portion  of 
the  lower  animals.  The  latter  alternative  would  probably  now 
be  adopted  by  naturalists;  speech,  of  course,  including  other 

»  EncycLo,  Brit,,  Vol.  IK,  p,  876.    Art. :  Bees. 
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methods  of  commmbcating  ideas  and  purposes  besides  articulate 
words. 

55.  This  principle  of  the  Division  of  Labour  was  long  ago 
observed  and  acted  upon.  In  Egypt  Herodotus  says^  that  every 
medical  man  was  compelled  to  confine  himself  strictly  to  one 
branch  of  the  profession  and  no  more. 

Blanqui  says*  that  at  Venice,  in  1172,  a  tribunal  was  erected  to 
superintend  all  manufactures,  and  a  law  was  made  which  enacted 
that  every  workman  should  confine  himself  to  a  single  employ- 
ment in  order  to  secure  a  better  performance  of  the  work :  and 
the  same  law  was  enacted  by  Philip  le  Bel  in  France. 

Beccaria  also  announces  very  clearly  the  doctrine  of  tlie 
Division  of  Labour^ — "  From  these  families  spring  necessarily 
the  arts,  and  the  different  occupations  of  men.  Each  one  learns  by 
experience  by  applying  the  hand  and  the  mind  always  to  the  same 
kind  of  work  and  production  he  finds  the  results  more  easy, 
more  abundant,  and  better,  than  those  which  each  one  would  make 
if  each  one  by  himself  made  everything  necessary  for  himself 
alone ;  whence  some  tend  the  flocks,  some  card  the  wool,  some 
weave  it ;  one  cultivates  the  com,  another  makes  it  into  bread ; 
another  makes  clothes ;  another  builds  for  the  husbandmen  and 
workmen;  the  arts  thus  increasing  and  linking  themselves  to- 
gether, and  men  in  this  manner  dividing  themselves  into  various 
classes  and  conditions  to  their  public  and  private  advantage." 

Though  the  principle  was  recognised,  certainly  no  one  brought 
it  into  such  prominent  notice  as  Smith,  and  shewed  its  application 
so  strikingly,  in  a  particular  case.  His  description  -may  be  quoted* 
— ^"The  effects  of  the  division  of  labour  in  the  general  business 
of  society  will  be  more  easily  understood  by  considering  in  what 
manner  it  operates  in  some  particular  manufactures.  It  is  com- 
monly supposed  to  be  carried  furthest  in  some  very  trifling  ones  ; 
not,  perhaps,  that  it  really  is  carried  further  in  them  than  in 
others  of  more  importance :  but  in  these  trifling  manufactures 
which  are  destined  to  supply  the  small  wants  of  but  a  small 
number  of  people,  the  whole  number  of  workmen  must  necessarily 
be  small ;  and  these  employed  in  every  different  branch  of  the 

I  Hiat.^  //.,  84.  •  Histoire  d'EconomU  Politique^  ch.  20. 

'  EUmenti  dx  Economia  Publica^  Part  /.,  §  9. 

♦   Wealth  of  Nations,  D.  /.,  ch.  1. 
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work  can  often  be  collected  into  the  same  wofk-honse,  and  placed 
at  once  nnder  the  view  of  the  spectator.  In  these  great  manu- 
factures, on  the  contrary,  which  are  destined  to  supply  the  great 
wants  of  the  body  of  the  people,  every  different  branch  of  the 
work  employs  so  great  a  number  of  •workmen  that  it  is  impossible 
to  collect  them  all  into  the  same  work-house.  We  can  seldom  see 
more,  at  one  time,  than  those  employed  in  one  single  branch. 
Though  in  such  manufactures,  therefore,  the  work  may  really  be 
divided  into  a  much  greater  number  of  parts  than  in  those  of  a 
more  trifling  nature,  the  division  is  not  near  so  obvious,  and  has 
accordingly  been  much  less  observed. 

"  To  take  an  example,  therefore,  from  a  very  trifling  manufac- 
ture— ^but  one  in  which  the  division  of  labour  has  been  very  often 
taken  notice  of — the  trade  of  the  pin-maker,  a  workman  not 
educated  to  this  business  (which  the  division  of  labour  has  ren- 
dered a  distinct  trade),  nor  acquainted  with  the  use  of  the 
machinery  employed  in  it  (to  the  invention  of  which  the  same 
division  of  labour  has  probably  given  occasion),  could  scarce, 
perhaps,  with  his  utmost  industry  make  one  pin  in  a  day,  and 
certainly  could  not  make  twenty.  But  in  the  way  in  which  this 
business  is  now  carried  on,  not  only  the  whole  work  is  a  peculiar 
trade,  but  it  is  divided  into  a  number  of  branches,  of  which  the 
greater  part  are  likewise  peculiar  trades.  One  man  draws  out  the 
wire,  another  straights  it,  a  third  cuts  it,  a  fourth  points  it,  a  fift^ 
grinds  it  at  the  top  for  receiving  the  head ;  to  make  the  head 
requires  two  or  three  distinct  operations ;  to  put  it  on  is  a  peculiar 
business,  to  whiten  the  pin  is  another ;  it  is  even  a  trade  by  itself 
to  put  them  into  the  paper;  and  the  important  business  of 
making  a  pin  is,  in  this  manner  divided  into  almost  eighteen 
distinct  operations,  which,  in  some  manufactories,  are  all  per- 
formed by  distinct  hands,  though  in  the  others  the  same  man  will 
sometimes  perform  two  or  three  of  them.  I  have  seen  a  small 
manufactory  of  this  kind  where  ten  men  only  were  employed,  and 
where  some  of  them  consequently  performed  two  or  three  distinct 
operations.  But,  though  they  were  very  poor,  and  therefore  but 
indifferently  acconmiodated  with  the  necessary  machinery,  they 
could,  when  they  exerted  themselves,  make  among  them  about 
twelve  pounds  of  pins  in  a  day.  There  are  in  a  pound  of  pins 
upwards  of  four  thousand  pins  of  a  middling  size.  These  ten 
persons,  therefore,  could  make  among  them  upwards  of  forty-eight 
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thousand  pins  in  a  day.  Each  person^  therefore  making  a  tenth 
part  of  forty-eight  thousand  pins^  might  be  considered  as  making 
four  thousand  eight  hundred  pins  a  day.  But  if  they  had  all 
wronght  separately  and  independently^  and  without  any  of  them 
haying  been  educated  to  this  peculiar  business,  they  certainly 
ooold  liifc  each  of  them  have  made  twenty,  perhaps  not  one  pin,  in 
a  day ;  that  is  certainly  not  the  two  hundred  and  fortieth,  perhaps 
ncyb  the  four  thousand  eight  hundredth  part  of  what  they  are  at 
present  capable  of  performing,  in  consequence  of  a  proper  division 
and  combination  of  their  different  operations. 

"  In  every  other  art  and  manufacture,  the  effects  of  the  division 
of  labour  are  similar  to  what  they  are  in  this  very  trifling  one, 
though  in  many  of  them  the  labour  can  neither  be  so  much  sub- 
divided,  nor  reduced  to  so  great  a  simplicity  of  operation.  The 
division  of  labour,  however,  so  far  as  it  can  be  introduced, 
oocasions  in  every  art  a  proportionate  increase  of  the  productive 
powers  of  labour.  The  separation  of  different  trades  and  em- 
ployments from  one  another,  seems  to  have  taken  place  in  conse- 
quence of  this  advantage.  This  separation,  too,  is  generally 
carried  furthest  in  those  countries  which  enjoy  the  highest  degree 
of  industry  and  improvement ;  what  is  the  work  of  one  man  in  a 
mde  state  of  society  being  generally  that  of  several  in  att 
improved  one.  In  every  improved  society  the  farmer  is  generally 
nothing  but  a  farmer ;  the  manufacturer  nothing  but  a  manufac- 
turer. Thj3  labour,  too,  which  is  necessary  to  produce  any  one 
comidete  manufacture  is  almost  always  divided  among  a  great 
nnmber  qf  hands.  How  many  different  trades  are  employed  in 
eadi  branch  of  the  linen  and  woollen  manufactures,  from  the 
growers  of  the  flax  and  the  wool,  to  the  bleachers  and  smoothers 
of  the  linen,  or  to  the  dyers  and  dressers  of  the  cloth !  The 
natore  of  agriculture,  indeed,  does  not  admit  of  so  many  sub- 
divinons  of  labour,  nor  of  so  complete  a  separation  of  one 
bosinefls  from  another,  as  manufactures.  It  is  impossible  to 
separate  so  entirely  the  business  of  the  grazier  from  that  of  the  com- 
fimner,  as  the  trade  of  the  carpenter  is  commonly  separated  from 
that  of  the  smith.  The  spinner  is  almost  always  a  distinct  person 
from  the  weaver :  but  the  ploughman,  the  harrower,  the  sower  of 
tiie  seed,  and  the  reaper  of  the  com,  are  often  the  same.  The 
oocaaions  for  these  different  sorts  of  labour  returning  with  the 
different  seasons  of  the  year,  it  is  impossible  that  one  man  should 
be  constantly  employed  in  any  one  of  them." 

M  2 
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56.  We  may  also  quote  from  Say  an  instance  equally  striking, 
in  which  the  division  of  labour  is  carried  almost  to  a  greater 
extent  still,  namely,  that  of  playing  cards  ^ — **  It  is  not  the  same 
workmen  who  prepare  the  paper  of  which  the  cards  are  made,  nor 
the  colours  printed  on  them ;  and  in  giving  attention  to  only  one 
employment  in  this  matter  we  shall  find  that  a  pack  of«cards  is 
the  result  of  several  operations  of  which  each  one  occupies  a 
distinct  series  of  workmen,  or  workwomen,  who  are  always  em- 
ployed in  the  same  operation.  It  is  always  difPerent  persons,  but 
always  the  same  set,  who  sifb  the  packets  and  the  swellings  of  the 
paper  which  injure  the  quality  of  its  thickness :  the  same  set  of 
persons  paste  together  the  three  leaves  of  which  each  card  is 
formed,  and  put  them  in  the  press :  the  same  set  of  persons  colour 
the  backs  of  the  cards :  the  same  set  always  print  the  outlines  of 
the  figures :  another  set  print  the  colours  of  the  same  figures : 
another  set  dry  over  the  heater  the  cards  when  printed :  another 
set  polish  them  on  both  sides.  It  is  a  separate  trade  to  cut  them 
equally  :  it  is  another  to  collect  them  and  form  them  into  packs ; 
another  to  print  the  covers  of  the  packs ;  and  yet  another  to  cover 
them:  without  counting  the  duties  of  the  persons  employed  in 
buying  and  selling  them,  in  paying  the  workmen,  and  keeping 
their  accounts.  In  short,  those  in  the  trade  say  that  each  card, 
that  is,  that  each  little  piece  of  cardboard  of  the  size  of  the  hand, 
before  being  fit  to  be  sold,  goes  through  not  less  than  seventy 
different  operations,  which  are  each  the  subject  of  a  distinct 
trade.  And  if  there  are  not  seventy  kinds  of  workmen  in  each 
manufactory  of  cards,  it  is  because  the  division  of  labour  is  not 
carried  so  far  as  it  might  be,  and  because  the  same  workman 
performs  two,  three,  or  four  distinct  operations. 

"  The  effect  of  this  separation  of  employments  is  immense.  I 
have  seen  a  manufactory  of  cards  in  which  thirty  workmen  pro- 
duced every  day  15,500  cards,  that  is,  more  than  500  cards  per 
man.  And  it  may  be  presumed  that  if  each  workman  was  obliged 
to  perform  each  operation  by  himself,  and  supposing  him  skilful 
in  his  art,  he  would  not  complete  more  than  two  cards  a  day : 
mi  consequently  the  thirty  workmen,  instead  of  making  15,500, 
would  only  make  60.*' 

To  give  similar  details  of  other  trades  would  fill  a  volume.  We 
¥rill  only  give  one.    In  watchmaking  there  are  no  less  than  112 

*  Coura  cTEconomte  Politique^  Fart  I.^  ch,  15. 
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distinct  trades,  to  each  of  which  a  boy  may  be  apprenticed  ;  and 
of  which  he  knows  none  but  that  one.  Now  we  should  like  to 
see  some  similar  calculation  made,  as  Say  has  given  of  cards,  how 
many  watches  could  these  112  men  make  in  combination,  and  how 
many  could  they  make,  if  each  separate  man  made  the  whole 
watch  :  and  not  only  the  number  but  the  quality  of  the  watches ! 

57.  Babbage  has  called  attention  to  a  result  of  the  principle 
of  the  division  of  labour  which  has  been  overlooked  by  other 
writers.  He  says^ — ^**Now,  although  all  these  are  important 
causes,  and  each  has  its  influence  on  the  result,  yet  it  appears  to 
me  that  any  explanation  of  the  cheapness  of  manufactured 
articles,  as  consequent  upon  the  division  of  labour,  would  be 
incomplete  if  the  following  principle  were  omitted  to  be  stated : — 

**  That  the  master  manufacturer,  by  dividing  the  work  to  be 
executed  into  different  processes,  each  requiring  different  degrees 
of  skill,  or  of  force,  can  purchase  exactly  that  precise  quantity  of 
both  which  is  necessary  for  each  process,  whereas  if  the  whole 
work  were  executed  by  one  workman  that  person  must  possess 
sufficient  skill  to  perform  the  most  difficult,  and  sufficient  strength 
to  execute  the  most  laborious,  of  the  operations  into  which  the 
art  is  divided. 

**  As  the  clear  apprehension  of  this  principle  upon  which  a  great 
part  of  the  economy  arising  from  the  division  of  labour  depends, 
is  of  considerable  importance,  it  may  be  desirable  to  point  out  its 
precise  and  numerical  application  in  some  specific  manufacture. 
The  art  of  making  needles  is  perhaps,  that  which  I  should  have 
selected  for  the  illustration,  as  comprehending  a  very  large  number 
of  processes  remarkably  different  in  their  nature ;  but  the  less 
difficult  art  of  pin-making,. has  some  claim  to  attention  from  its 
having  been  used  by  Adam  Smith,  and  I  am  confirmed  in  the 
choice  of  it  by  the  circumstance  of  our  possessing  a  very  accurate 
and  minute  description  of  that  art  as  practised  in  France  above 
half  a  century  ago." 

Mr.  Babbage  then  describes  the  process  of  pin-making,  and 
shews  the  different  classes  of  persons  employed  in  the  manufacture, 
from  children  at  6d.  a  day  to  women  at  Is.  Gd.,  and  men  at  5s.  6d. 
Ten  persons,  he  says,  namely,  four  men,  four  women,  and  two 
children  can  make  one  iK)und  of  metal  into  5,546  pins  in  seven 

'  The  Economy  of  Muchi/tcry  ami  Manv/actures,  ith  Edit.^  p.  175. 
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hours  and  a  half  at  a  cost  of  little  more  than  a  shillings  whereas 
if  all  the  persons  employed  were  of  the  necessary  skill  to  make 
the  most  difficult  part,  it  would  cost  nearly  four  times  as  much. 

«  The  higher  the  skiU  required  of  the  workman  in  any  one 
process  of  a  manufacture,  and  the  smaller  the  time  during  which 
it  is  employed,  so  much  greater  will  be  the  advantage  of  separa- 
ting that  process  from  the  rest,  and  devoting  one  person's 
attention  entirely  to  it.  Had  we  selected  the  art  of  needle- 
making  as  our  illustration,  the  economy  arising  from  division  of 
labour  would  have  been  still  more  striking ;  for  the  process  of 
tempering  the  needles  requires  great  skill,  attention,  and  ex- 
perience, and,  although  from  three  to  four  thousand  are  tempered 
at  once,  the  workman  is  paid  a  very  high  rate  of  wages.  In 
another  process  of  the  same  manufacture,  dry  pointing,  which  also 
is  executed  with  great  rapidity,  the  wages  earned  by  the  workman 
reach  from  7s.  to  12s.,  15s.,  and  even  in  some  cases  to  20s.  a  daj^ 
whilst  other  processes  are  carried  on  by  children  paid  at  the  rate 
of  6d.  a  day." 

As  a  further  illustration  of  this  principle  we  may  quote  another 
example  of  a  different  sort  given  in  the  same  work,  p.  191 — ^^  We 
have  already  mentioned  what  may,  perhaps,  appear  paradoxical  to 
some  of  our  readers — ^that  the  division  of  labour  can  be  applied 
with  equal  success  to  mental  as  to  mechanical  operations,  and 
that  it  ensures  in  both  the  same  economy  of  time.  A  short 
account  of  its  practical  application  in  the  most  extensive  series 
of  calculations  ever  executed  will  afford  an  interesting  illustration 
of  this  fact,  whilst  at  the  same  time  it  will  afford  an  occasion  for 
shewing  that  the  arrangements  which  ought  to  regulate  the 
interior  of  a  manufactory  are  founded  on  principles  of  deeper 
root  than  may  have  been  supposed,  and  are  capable  of  being 
usefiilly  employed  in  preparing  tiie  road  to  some  of  tiie  sublimest 
investigations  of  the  human  mind. 

''  In  the  midst  of  that  excitement  which  accompanied  the  Revo* 
lution  of  France  and  the  succeeding  wars,  the  ambition  oi  the 
nation,  exhausted  by  its  fatal  passion  for  military  renown,  was  at 
the  same  time  directed  to  some  of  the  noblest  and  more  permanent 
triumphs  which  mark  the  era  of  a  people's  greatness,  and  which 
receive  the  applause  of  posterity  long  after  their  conquests  have 
been  wrested  from  them,  or  even  when  their  existence  as  a  nation 
may  be  told  only  by  the  pages  of  history.    Amongst  their  enter- 
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prise  of  science,  the  French  €k)yeniment  was  desirous  of  producing 
a  series  of  mathematical  tables  to  facilitate  the  application  of  the 
decimal  system  which  they  had  so  recently  adopted.  They 
directed,  tlieref(N'e,  their  mathematicians  to  construct  such  tables 
on  the  most  extensive  scale.  Their  most  distinguished  philoso- 
phers, responding  fully  to  the  calls  of  their  country,  invented  new 
methods  for  this  laborious  task ;  and  a  work  completely  answering 
the  large  demands  of  the  €k)yemment  was  produced  in  a  remark- 
ably short  space  of  time."  M.  Prony,  to  whom  the  superintendence 
of  this  great  undertaking  was  confided,  in  speaking  of  its  com- 
mencement, observes — **  I  devoted  myself  to  it  with  all  the  ardour 
of  which  I  was  capable,  and  I  first  turned  my  attention  to  a 
general  plan  to  execute  it.  All  the  conditions  which  I  had  to 
fulfil  demanded  the  employment  of  a  great  number  of  calculators, 
and  it  soon  occurred  to  me  to  apply  to  the  accomplishment  of 
these  tables  the  division  of  labour ,  which  the  arts  of  commerce 
employ  so  usefully  to  unite  perfection  in  the  manufacture  along 
widi  economy  in  expense  and  time."  The  circumstance  which  gave 
rise  to  this  singular  application  of  the  principle  of  the  division  of 
labour,  is  so  interesting  that  no  apology  is  necessary  for  intro- 
ducing it  from  a  small  pamphlet  printed  at  Paris  a  few  years  since, 
when  a  proposition  was  made  by  the  English  to  the  French 
Ck>vemment  that  the  two  countries  should  print  these  tables  at 
their  joint  expense.  The  origin  of  the  idea  is  related  in  the 
following  extract: — 

Tt  is  to  the  chapter  of  a  justly  celebrated  English  work  that 
is  probably  due  the  existence  of  a  work  which  the  British  Govern- 
ment wishes  to  present  to  the  learned  world.  Here  is  the 
anecdote.  M.  Prony  had  engaged  to  the  Committees  of  the 
Government  to  prepare  for  the  centesimal  division  of  the  circle 
k>garithmic  and  trigonometrical  tables,  which  should  not  only  leave 
nothing  to  desire  as  regards  exactitude,  but  which  should  form  the 
vastest  and  most  important  monument  of  calculation  which  had 
ever  been  executed,  or  even  conceived.  The  logarithms  of  the 
numbers  from  1  to  200,000  formed  a  necessary  supplement  to  this 
work.  It  was  easy  for  M.  Prony  to  satisfy  himself  that  even  by 
associating  with  himself  three  or  four  able  assistants,  the  great^ 
part  of  the  life  he  might  expect  would  not  suffice  for  his  engage- 
ment. He  was  filled  with  this  melancholy  thought,  when, 
happening  to  be  in  a  bookseller's  shop,  he  saw  the  handsome 
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English  edition  of  Smith,  published  in  London  in  1776:  he 
opened  the  work  by  chance,  and  hit  npon  the  first  chapter  which 
treats  of  the  division  of  labour,  and  where  the  manuiactare  of 
pins  is  quoted  as  an  example.  He  had  scarcely  read  the  first 
pi^es,  when  by  a  kind  of  inspiration  he  conceived  the  idea  of 
putting  out  his  logarithms  to  manvfacture,  like  pins :  he  was  then 
giving  at  the  Polytechnic  School  a  course  of  lectures  on  a  part  of 
analysis  similar  to  this  kind  of  w^ork,  namely,  the  method  of 
differences,  and  its  application  to  interpolation.  He  went  to  spend 
some  days  in  the  country,  and  returned  to  Paris  with  the  plan  of 
canstruciiony  which  was  follow^ed  in  the  execution  of  it.  It 
resembled  two  workshops  which  made  separately  the  same 
calculations,  and  served  for  reciprocal  verification. 

^^The  ancient  methods  of  computing  tables  were  altogether 
inapplicable  to  such  a  proceeding.  M.  Prony,  therefore,  wishing 
to  avail  himself  of  all  the  talent  of  his  country  in  devising  new 
methods,  formed  the  first  section  of  those  who  were  to  take  part 
in  this  enterprise  out  of  five  or  six  of  the  most  eminent 
mathematicians  of  France. 

"  First  Section. — The  duty  of  this  first  section  was  to  investi- 
gate, amongst  the  various  analytical  expressions  which  could  be 
found  for  the  same  function,  that  which  was  most  readily  adapted 
to  simple  numerical  calculation  by  many  individuals  employed  at 
the  same  time.  This  section  had  little  or  nothing  to  do  with  the 
actual  numerical  work.  When  its  labours  were  concluded,  the 
formulae  on  the  use  of  which  it  had  decided  were  delivered  to  the 
second  section. 

**  Second  Section. — This  section  consisted  of  seven  or  eight 
persons  of  considerable  acquaintance  with  mathematics,  and  their 
duty  was  to  convert  into  numbers  the  formulae  put  into  their 
hands  by  the  first  section,  an  operation  of  great  labour  ;  and  then 
to  deliver  out  these  formulae  to  the  members  of  the  third  section, 
and  receive  from  them  the  finished  calculations.  The  members  of 
this  second  section  had  certain  means  of  verifying  the  calculations 
without  the  necessity  of  repeating,  or  even  examining,  the  whole 
of  the  work  done  by  the  third  section. 

"  Third  Section. — The  members  of  this  section,  whose  numbers 
varied  from  sixty  to  eighty,  received  certain  numbers  from  the 
second  section,  and  using  nothing  more  than  simple  addition  and 
subtraction,  they  returned  to  that  section  the  tables  in  a  finished 
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state.  It  is  remarkable  that  nine-tenths  of  this  class  had  no 
knowledge  of  arithmetic  beyond  the  two  first  rules  which  they 
were  then  called  npon  to  exercise,  and  that  these  persons  were 
QBoally  found  more  correct  in  their  calculations  than  those  who 
possessed  a  more  extensive  knowledge  of  the  subject. 

'^When  it  is  stated  that  the  tables  thus  computed  occupy 
seventeen  large  folio  volumes,  some  idea,  perhaps,  may  be  formed 
of  the  labour.  From  that  part  executed  by  the  third  class,  which 
may  almost  be  termed  mechanical,  requiring  the  least  knowledge, 
and  by  fer  the  greater  exertions,  the  first  class  were  entirely 
exempt.  Such  labour  can  always  be  purchased  at  an  easy  rate. 
The  duties  of  the  second  class,  although  requiring  considerable 
skill  in  arithmetical  operation,  were  yet  in  some  measure  relieved 
by  the  higher  interest  naturally  felt  in  these  more  diflScult  opera- 
tions. The  exertions  of  the  first  class  are  not  likely  to  require 
npon  another  occasion  so  much  skill  and  labour  as  they  did  upon 
the  first  attempt  to  introduce  such  a  method;  but  when  the 
completion  of  a  calculating  engine  shall  have  produced  a  substi- 
tate  for  the  whole  of  the  third  section  of  computers,  the  attention 
of  analysts  will  naturally  be  directed  to  simplifying  its  application 
by  a  new  discussion  of  the  methods  of  converting  analytical 
formnlse  into  numbers." 

We  may  observe  that  the  same  method  of  a  division  of  labour 
18  eminently  applicable  to  effect  a  work  which  is  one  of  the  most 
crying  wants  of  the  present  ^day,  namely,  a  great  Digest  of  the 
existing  Law  of  England,  as  a  preparation  for  a  great  national 
Code.  The  present  state  of  the  Law  of  England,  scattered 
through  many  hundreds  of  volumes  of  Statutes  and  Cases,  filled 
with  the  most  extraordinary  contradictions  and  absurdities,  is  a 
scandal  to  a  civilised  Empire,  and  calls  loudly  for  redress.  A 
Royal  Commission  was,  indeed,  appointed  some  years  ago  for  the 
purpose,  and  it  made  a  commencement  of  the  work,  which  it 
suddenly  abandoned,  for  reasons  which  were  never  explained,  but 
which  may  be  readily  imagined.  Should  the  work,  however,  ever 
be  resumed,  it  can  only  be  done  effectually,  economically,  and 
within  a  reasonable  time,  by  an  organisation  thoroughly  well 
planned  on  the  principle  of  the  Division  of  Labour.  And  if  this 
were  undertaken  this  great  national  work  might  be  successfully 
accomplished. 
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58.  Smith  says  that  the  great  increase  of  the  quantity  of  work 
which^  in  oonfiequence  of  the  diyifiion  of  labour^  the  same  number 
of  people  are  capable  of  performing  is  owing  to  three  different 
circmnstances :  1st,  to  the  increase  of  dexterity  in  every  particular 
workman ;  2ndly,  to  the  saving  of  the  time  which  is  commonly  lost 
in  passing  from  one  species  of  work  to  another ;  and  lastly  to  the 
invention  of  a  great  number  of  machines  which  fiEicilitate  and 
abridge  labour,  and  enable  one  man  to  do  the  work  of  many. 

*^  First,  the  improvement  of  the  dexterity  of  the  workman 
necessarily  increases  the  quantity  of  work  he  can  perform ;  and 
the  division  of  labour,  by  reducing  every  man's  business  to  some 
one  simple  operation,  and  by  making  this  operation  the  sole 
employment  of  his  life,  necessarily  increases  very  mudi  the 
dexterity  of  the  workman.  A  common  smith  who,  though 
accustomed  to  handle  the  hammer,  has  never  been  used  to  make 
nails,  if,  upon  some  particular  occasion,  he  is  obliged  to  attempt 
it,  will  scarce,  I  am  assured,  be  able  to  make  above  two  or  thi«e 
hundred  nails  in  a  day,  and  these,  too,  very  bad  ones.  « A  smith 
who  has  been  accustomed  to  make  nails,  but  whose  sole  or 
principal  business  has  not  been  that  of  a  nailer,  can  seldom,  with 
his  utmost  diligence,  make  more  than  eight  hundred  or  a  thousand 
nails  in  a  day.  I  have  seen  several  boys,  under  twenty  years  of 
age,  who  had  never  exercised  any  other  trade,  and  who,  when  thej 
exerted  themselves,  could  make  each  of  them,  upwards  of  two 
thousand  three  hundred  nails  in  a  day.  The  making  of  a  nail, 
however,  is  by  no  means  one  of  the  simplest  operations.  The 
same  person  blows  the  bellows,  stirs  or  mends  the  fire  as  there  is 
occasion,  heats  the  iron,  and  forges  part  of  the  nail :  in  forging 
the  head,  too,  he  is  obliged  to  change  his  tools.  The  different 
operations  into  which  the  making  of  a  pin,  or  of  a  metal  button, 
is  subdivided,  are  all  of  them  inuch  more  simple;  and  the 
dexterity  of  the  person,  of  whose  life  it  has  been  the  sole  business 
to  perform  them,  is  usually  much  greater.  The  rigidity  with 
which  some  of  the  operations  of  those  manufactures  are  per- 
formed exceeds  what  the  human  hand  could,  by  those  who  had 
never  seen  them,  be  supposed  capable  of  acquiring. 

**  Secondly,  the  advantage  which  is  gained  by  saving  the  time 
commonly  lost  in  passing  from  one  sort  of  work  to  another  is 
much  greater  than  we  should  at  first  view  be  apt  to  imagine  it. 
It  is  impossible  to  pass  very  quickly  from  one  kind  of  work  to 
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another^  that  is  carried  on  in  a  different  place  and  quite  different 
toolB.  A  country  weaver  who  cnltivates  a  small  fJEurm,  must  lose  a 
deal  of  time  in  passing  from  his  loom  to  the  field,  and  from  the 
field  to  his  loom.  When  the  two  trades  can  be  carried  on  in  the 
same  work-honse,  the  loss  of  time  is  no  doubt  much  less.  It  is 
even  in  this  case  something  considerable.  A  man  commonly 
Bannters  a  little  in  taming  his  hand  from  one  sort  of  employment 
to  another.  When  the  first  begins  the  new  work,  he  is  seldom 
very  keen  and  hearty ;  his  mind,  as  they  say,  does  not  go  to  it^ 
and  for  some  time  he  rather  trifles  than  applies  to  good  pnrpose* 
The  habit  of  sauntering,  and  of  indolent,  careless  application, 
which  is  naturally,  or  rather  necessarily,  acquired  by  eveiy  country 
workman  who  is  obliged  to  change  his  work  and  his  tools  every 
half  hour,  and  apply  his  hand  in  twenty  different  ways  ahnost 
every  day  of  his  Ufe,  renders  him  almost  always  slowftil  and  laqr, 
and  incapable  of  any  vigorous  application,  even  on  the  most 
pressing  occasions.  Independent,  therefore,  of  his  deficiency  in 
point  of  dexterity,  this  cause  alone  must  always  reduce  consider- 
ably the  quantity  of  work  which  he  is  capable  of  performing*" 

Of  these  two  causes,  of  which  Smith  attributes  the  enormous 
effects  of  the  principle  of  the  Division  of  Labour,  the  first  is 
infinitely  the  more  important.  In  almost  every  particular  trade 
it  takes  an  apprentice  many  years  of  industry  to  acquire  a  perfect 
mastery  :  and  it  seems  almost  impossible  for  the  same  person  to 
acquire  the  ideas  and  habits  necessary  to  give  perfection  in  more 
than  one  trade.  Perfection  in  one  trade  often  disqualifies  the 
bodily  organs  for  another.  The  rough  work  of  a  carpenter,  or  a 
mason,  would  injure  the  hand  for  the  delicate  operations  of  the 
watchmaker,  the  painter,  or  the  musician.  The  rapidiiy  of 
^manual  execution  which  can  be  attained  by  long  habit  and 
devotion  to  one  occupation  is  marveUous.  The  same  is  true,  aft 
Hill  observes,  of  mental  as  of  bodily  operations.  If  a  man  were 
to  learn  several  trades  he  would  spend  the  greater  part  of  his  lifb 
in  going  through  the  necessary  apprenticeship  in  each,  and  thai 
the  work  in  each  would  be  very  imperfectly  done,  from  want  of 
time  for  the  necessary  practice.  How  long  would  a  person  require 
to  go  through  the  112  apprenticeships  in  watchmaking  alone  ? 
And  when  112  men  had  done  that,  how  many  complete  watches 
could  they  make  all  working  separately,  compared  to  the  same 
number  each  confined  to  his  own  separate  department  ? 
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When  we  consider  this  principle  carried  out  in  all  the  ramifica- 
tions of  trade,  we  see  how  the  actual  quantity  of  produce^ 
obtained  is  infinitely  augmented  by  the  division  of  labour :  and  it 
also  explains  the  doctrine  that  in  an  exchange  both  sides  gain, 
which  was  long  so  mysterious  a  puzzle  to  the  former  schools  of 
Economists. 

Even  supposing  that  the  Quantity  of  Labour  in  each  product 
is  equal,  as  the  Physiocrates  and  Ricardo  maintain,  each  side 
gains,  because  the  simple  fact  of  each  exchanging  something  he 
does  not  want  for  something  he  does  want,  is  a  gain.  And  even 
supposing  the  quantity  of  labour  in  each  product  equal,  each 
obtains  what  he  wants  by  a  far  less  amount  of  labour  than  if  he 
had  to  go  through  the  trouble,  labour,  and  expense  of  learning  to 
make  it  for  himself.  He  therefore  obtains  the  result  with  a  fiur 
less  amount  of  labour  than  he  otherwise  would :  and  that  itself  is 
a  gain.  Each  one  by  learning  one  trade  thoroughly  is  as  well  off 
as  if  he  had  learnt  every  other,  and  that  is  an  enormous  gain  to 
each  member  of  the  society.  Hence  we  see  the  fallacy  of  the 
reasoning  of  the  Physiocrates,  who  maintained  that  in  an  exchange 
neither  side  gains,  because  the  quantity  of  labour  in  each  product 
is  equal ;  whereas  the  truth  is  that  both  sides  gain,  because  each 
obtains  the  result  he  wishes,  by  infinitely  less  labour  than  he 
otherwise  would. 

69.  But  however  excellent  Smith's  account  of  the  effect  of  the 
division  of  labour  may  be  in  increasing  the  quantity  of  produce, 
his  doctrines  as  to  its  effects  on  the  intelligence  and  minds  of  the 
workers  are  most  inaccurate.  He  says^ — ^*'Not  only  the  art  of 
the  farmer,  the  general  direction  of  the  operations  of  husbandry, 
but  many  inferior  branches  of  country  labour,  require  much  more 
skill  and  experience  than  the  greater  part  of  mechanic  trades. 
The  man  who  works  upon  brass  and  iron,  works  with  instruments 
and  upon  materials  of  which  the  temper  is  always  the  same,  or 
very  nearly  the  same.  But  the  man  who  ploughs  the  ground  with 
a  team  of  horses  or  oxen  works  with  instruments  of  which  the 
health,  strength,  and  temper  are  very  different  upon  different 
occasions.  The  condition  of  the  materials  he  works  upon,  too,  is 
as  variable  as  that  of  the  instruments  which  he  works  with,  and 
both  require  to  be  managed  with  much  judgment  and  discretion. 

>   We<dth  of  Nations,  B,  /.,  ch.  10. 
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The  oommon  ploaghman,  though  generally  regarded  as  the  pattern 
oi  stupidity  and  ignorance,  is  seldom  defective  in  judgment  or  dis- 
cretion.  He  is  less  accustomed,  indeed,  to  social  intercourse  than 
the  mechanic  who  lives  in  a  town.  His  voice  and  language  are  more 
uncouth  and  more  difficult  to  understand  by  those  who  are  not 
used  to  them.  His  understanding,  however,  being  accustomed 
to  consider  a  greater  variety  of  objects,  is  generally  much  superior 
to  that  of  the  other,  whose  whole  attention  from  morning  till 
night  is  commonly  occupied  in  performing  one  or  two  very  simple 
operations.  How  much  the  lower  ranks  of  people  in  the  country 
are  really  superior  to  those  of  the  town  is  well  known  to  every 
man  whom  business  or  curiosity  has  led  to  converse  much  with 
both.'* 

And  again  ^ — ^"In  the  progress  of  the  division  of  labour  the 
employment  of  the  far  greater  part  of  those  who  live  by  labour, 
that  is  of  the  great  body  of  the  people,  comes  to  be  confined  to  a 
few  very  simple  operations  ;  frequently  to  one  or  two.  But  the 
understanding  of  the  greater  part  of  men  are  necessarily  formed 
by  their  ordinary  employments.  The  man  whose  whole  life  is 
spent  in  performing  a  few  simple  operations,  of  which  the  effects, 
too,  are  always  the  same,  or  very  nearly  the  same,  has  no  occasion 
to  exert  his  understanding  or  to  exercise  his  invention  in  finding 
out  expedients  for  removing  difficulties  which  never  occur.  He 
naturally  loses,  therefore,  the  habit  of  such  exertion,  and  generally 
becomes  as  stupid  and  ignorant  as  it  is  possible  for  a  human 
being  to  become.  The  torpor  of  his  mind  renders  him  not  only 
incapable  of  relishing  or  taking  a  part  in  any  rational  conversa- 
tion, but  of  conceiving  any  generous,  noble,  or  tender  sentiment, 
and,  consequently,  of  forming  any  just  judgment  concerning  many 
even  of  the  ordinary  duties  of  private  life.  Of  the  great  and 
extensive  interests  of  his  country  he  is  altogether  incapable  of 
judging;  and  unless  very  particular  pains  have  been  taken  to 
render  him  otherwise,  he  is  equally  incapable  of  defending  his 
country  in  war.  The  uniformity  of  his  stationary  life  naturally 
oormpts  the  courage  of  his  mind,  and  makes  him  regard  mtii 
aUiorrence  the  irregular,  uncertain,  and  adventurous  life  of  a 
soldier.  It  corrupts  even  the  activity  of  his  body,  and  renders 
him  incapable  of  exerting  his  strength  with  vigour  and  perseve- 
rance in  any  other  employment  than  that  to  which  he  has  been 

«   Wealth  of  Natiam,  B.  V.,  eh.  1. 
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bred.  His  dexterity  at  his  own  particular  trade  seems  in  tlys 
maimer  to  be  acquired  at  the  expense  of  his  intellectaa!,  social, 
and  martitJ  virtues.  But  in  every  improved  and  civilised  society 
this  is  the  state  into  which  the  labouring  poor,  that  is,  the  great 
body  of  the  people,  must  necessarily  fall,  unless  Government  takes 
scnne  pains  to  prevent  it.** 

Other  writei^  hiave  repeated  these  lugubrious  doctrines,  but  Say 
lias  pointed  out  that  they  are  to  be  received  with  great  qualifica- 
tions :  and  McCulloch  has  very  severely  and  justly  controverted 
these  assertions  of  Smith's  as  contrary  to  the  plainest  experience. — 
^  There  is  no  ground  whatever  for  the  notion  that  agricultural 
labourers  are  more  intelligent  than  those  employed  in  manufactures 
and  commerce,  or  that  the  faculties  of  the  latter  are  impaired  in 
consequence  of  their  being  generally  confined  to  particular 
callings.  The  fact  is,  indeed,  completely  and  distinctly  the 
reverse;  the  manufacturing  population  being  uniformly  better 
informed  than  the  agricultural,  and  their  intelligence  having 
improved  according  to  the  increase  of  their  numbers,  and  the 
greater  subdivision  of  their  employments.  The  notion  that 
manufactures  are  hostile  to  the  social  and  martial  virtues  of  the 
workpeople  engaged  in  carrying  them  on,  is,  if  possible,  still  more 
erroneous.  The  cities  and  countries  both  in  ancient  and  modem 
times  that  have  been  more  distinguished  by  their  proficiency  in 
the  arts  and  in  commerce,  have  at  the  same  time  been  the  most 
distinguished  by  their  patriotism  and  courage.  But  it  is  un- 
necessary to  travel  out  of  Great  Britain  for  conclusive  proofe  of 
the  entire  faUacy  of  every  assertion  of  Dr.  Smith  in  this  para- 
graph. Our  manufactures  have  increased  to  an  unprecedented 
extent  during  the  last  half  century,  and  the  division  of  employ- 
ments is  carried  further  in  England  than  in  any  other  country ; 
but  though  Gk)vemment  has  done  nothing  in  the  way  of  education, 
or  otherwise,  for  their  improvement,  who  will  presume  to  say  that 
the  people  employed  in  workshops  have  become  'stupid  and 
ignorant'? — that  they  are  less  capable  than  the  agriculturists  of 
judging  of  *  the  great  and  extensive  interests  of  their  country'  ? — 
or  that  they  are  incapable  of  defending  it  in  war'  ?  There  is  not, 
and  there  never  was,  so  much  as  the  shadow  of  a  foundation  for  such 
imputations.  His  giving  them  credit  is  one  of  the  few  instances 
in  which  Dr.  Smith  has  suffered  his  judgment  to  be  swayed  by 
ancient  prejudices.    He  might  have  known  that  General  Elliot's 
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regiment  of  light  hoTse,  which  so  highly  distinguished  itself 
doriiig  the  seren  years'  war,  was  principally  recruited  from  among 
the  tailors  of  the  metropolis.  But  as  respects  the  statement  that 
mannfJActures  weaken  the  corporeal  and  martial  powers,  it  is 
neoeesary  only  to  call  to  mind  that  the  great  manufacturing  and 
trading  towns  furnished  by  fEtr  the  greater  portion  of  recruits  to 
the  army  during  the  late  war :  for  every  one  will  allow  that  the 
eyents  of  that  contest  proved,  beyond  dispute,  that  whatever  other 
changes  may  have  taken  place  in  the  habits  of  our  people,  our 
troops  are  as  much  distinguished  as  ever  for  capacity  to  bear 
htigae  and  invincible  courage  and  resolution." 

The  slightest  experience  of  facts  quite  reverses  Smith's  notions 
of  the  superiority  of  agricultural  labourers  in  intellect  over 
artisans ;  and  the  reason  is  obvious.  Agricultural  labourers  are 
engaged  in  the  same  perpetual  round  of  labour,  and  they  mix 
with  but  few  persons  out  of  their  own  class,  whose  ideas  and 
oocapations  are  precisely  the  same.  Artisans  work  together,  and 
in  much  greater  numbers,  and  with  a  much  greater  variety  of 
employment.  They  thus  are  brought  into  contact  with  a  much 
greater  variety  of  knowledge  and  interests,  and  their  intellects  are 
sharpened  by  the  conflict  of  opinion.  They  have  much  greater 
aooesB  to  newspapers.  As  a  mafcter  of  fact,  labourers  engaged  in 
iubdivision  of  labour  consisting  of  semi-automatical  operations, 
manifest  a  higher  degree  of  mental  cultivation  than  others  whose 
oocopations  are  more  varied.  Hand  loom  weavers  study  geometry ; 
ahomakers  are  proficient  in  polemics;  tailors  especially  affect 
politics,  while  engaged  in  labour  consisting  of  simple  movements, 
chi^y  repetitions  of  motions,  all  of  which  are  being  superseded 
by  machinery.  The  machinery  itself  requires  a  higher  degree  of 
responsible  attention  by  the  person  directing  it,  but  not  all  his 
attention,  as  assumed  by  Smith,  who  has  overlooked  the  psycholo- 
gical fioct,  which  would  have  become  manifest  to  wider  and  closer 
obiervation,  that  diatinct  mental  operations  may  often  go  on  better 
together  than  separately.  Such  labourers  in  semi-automatical 
proceflseSy  and  superintendents,  and  workers  of  machinery,  often 
hire  persons  to  read  to  them  during  the  work,  and  employers 
eommonly  find  the  work  go  on  the  better  for  the  accompaniment 
of  tbe  second  train  of  ideas  raised  by  the  reading,  as  the  march  of 
the  soldier  is  improved  by  the  excitement  of  the  imagination 
created  by  music.    Subdivision  of  such  labour,  instead  of  con- 
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fining  the  mind  to  the  process,  liberates  it :  instead  of  depressing 
the  mind,  gives  room  for  its  expansion,  and  opens  it  to  the  reoeption 
of  agreeable  impressions.  With  the  educated  workpeople  singing 
and  poetry  attach  themselves  peculiarly  to  semi-antomatical  pro- 
cesses. If  a  man,  being  compelled  to  earn  his  own  livelihood, 
would  study,  or  indulge  the  imagination,  he  would  seek  for  the 
purpose  a  peculiarly  simple  subdivision  of  labour. 

On  the  Rate  of  Wages  and  the  Cost  of  Labour. 

60.  Ricardo  affirms  in  his  dogmatic  way  that  Profits  depend 
exclusively  on  Wages  :  that  as  Wages  rise  Profits  must  fall,  and 
vice  versd :  we  have  already  shewn  that  this  is  a  plain  arithmetical 
error,  and  that  Wages  and  Profits  may  both  rise  and  fall  together. 

The  term  Wages,  however,  is  very  apt  to  deceive.  Bicardo, 
indeed,  noticed  incidentally  that  there  are  different  qualities  of 
labour  ;  but  he  alludes  to  different  kinds  of  labour,  such  as  that 
of  a  working  jeweller  and  a  common  labourer,  which  adjust  them- 
selves in  the  market.  In  speaking  of  the  same  kind  of  labour, 
his  doctrine  certainly  is,  that  if  wages  rise,  profits  must  fall ;  and 
if  wages  fall,  profits  must  rise. 

This,  however,  is  a  most  grievous  error :  and  nothing  can  be 
more  Mlacious  than  to  consider  daily  wages  as  the  measure  of  the 
cost  of  executing  work,  or  as  governing  Profits;  and,  as  Mr. 
Brassey  says,  it  is  quite  possible  that  work  may  be  more  cheaply 
executed  by  the  same  workmen,  notwithstanding  that  their  wages 
have  been  largely  increased. 

He  gives  as  instances^ — "At  the  commencement  of  the  con- 
struction of  the  North  Devon  Railway  the  wages  of  the  labourers 
were  2s.  a  day.  During  the  progress  of  the  work  their  wages 
were  increased  to  2s.  6d.  and  3s.  a  day.  Nevertheless,  it  was 
found  that  the  work  was  executed  more  cheaply  when  the  men 
were  earning  the  higher  rate  of  wages  than  when  they  were  paid 
the  lower  rate.  Again,  in  London,  in  carrying  out  a  part  of  the 
Metropolitan  Drainage  Works  in  Oxford  Street,  the  wages  of  the 
bricklayers  were  gradually  raised  from  6s.  to  10s.  per  day :  yet  it 
was  found  that  the  brickwork  was  constructed  at  a  cheaper  rate 
per  cubic  yard  after  the  wages  of  the  workmen  had  been  rais^  to 
lOs.  than  when  they  were  paid  at  the  rate  of  6s.  a  day." 

>   Work  and  Wages,  ck.  8. 
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In  making  the-Paria  and  Bonen  Railway  ten  thonsand  men 
were  employed,  of  which  four  thousand  were  English.  The 
English  nayvies  were  paid  58.  a  day,  while  the  French  were  paid 
2&  6d.  a  day ;  yet  it  was  found,  on  comparing  the  cost  of  two 
adjacent  cuttings  in  precisely  similar  circumstances,  that  the 
excayation  was  made  at  a  lower  cost  per  cubic  yard  by  the  English 
navvies  than  by  the  French. 

In  the  same  quarry  at  Bonni^res  in  which  Frenchmen,  Irish-. 
men,  and  Englishmen  were  employed  side  by  side,  the  Frenchmen 
received  3  francs,  the  Irishmen  4,  and  the  Englishmen  6  francs  a 
day.    At  these  different  rates  the  Englishman  was  found  to  be  the 
most  advantageous  workman  of  the  three.^ 

''Both  English  and  French  masons  were  employed  in  large 
numbers  on  the  Aldemey  breakwater  in  1852.  The  Englishmen 
earned  58.  6d.  to  6s.,  and  as  a  general  rule  they  made  Is.  a  day 
more  than  the  Frenchmen,  whose  average  earnings  did  not  exceed 
48.  a  day. 

''  It  has  been  many  times  stated  in  the  course  of  this  work  that 
ftom  superior  skill  or  greater  energy,  the  more  highly  paid  work- 
man will  in  many,  perhaps  in  most,  cases  turn  out  a  greater 
amount  of  work  in  proportion  to  the  wages  he  receives.  An 
opportunity  occurred  some  years  ago,  during  the  construction  of 
the  refreshment  room  at  Basingstoke,  for  testing  this  problem 
with  great  accuracy.  On  one  side  of  the  station  a  London 
bricklayer  was  employed  at  5s.  6d.  a  day,  and  on  the  other  two 
oonntiy  bricklayers  at  3s.  6d.  a  day.  It  was  found,  by  measuring 
the  amount  of  work  performed,  without  the  knowledge  of  the 
men  employed,  that  the  one  London  bricklayer  laid,  without 
nndne  exertion,  more  bricks  in  a  day  than  his  two  less  skilful 
country  fellow  labourers. 

"  On  the  Grand  Trunk  Railway  a  number  of  French-Canadian 
labourers  were  employed.  Their  wages  were  3s.  6d.  a  day,  while 
the  Englishmen  received  from  5s.  to  6s.  a  day ;  but  it  was  found 
tiiat  the  English  did  the  greatest  amount  of  work  for  the 
money." 

The  same  results  are  observed  in  other  branches  of  industry. 
The  shipbuilders  of  Bordeaux,  Marseilles,  and  Nantes  described 
the  coll£^>se  of  their  trade  in  France,  and  the  impossibility  of 
competing  in  point  of  price  with  the  English  shipbuilders ;  and 

>   Work  dmd  Wages,  p,  82. 
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yet  the  wages  of  the  English  workmen  were  in -most  cases  nearly 
doable  that  of  the  French. 

**  Mr.  Bedgrave,  one  of  Her  Majesty's  Inspectors  of  Factoi^ies, 
says  that,  while  the  foreigner  is  nnder  the  same  conditions,  as  to 
the  raw  materitJ,  as  the  English  mannfactnrer,  and  his  fdel  is 
more  expensiye,  his  workpeople  do  not  work  with  the  same  vigonr 
and  steadiness  as  Englishmen.  Consequently,  the  same  number 
of  operatives,  employed  npon  the  same  machinery,  do  not  produce 
the  same  quanti^  of  yam  as  in  this  country.  '  All  the  evidence 
that  has  come  before  me,'  he  says,  *  has  gone  to  prove  that  there 
is  a  great  preponderance  in  favour  of  this  country.  Comparing 
the  work  of  a  British  with  a  foreign  spinner,  the  average  number 
of  persons  employed  to  spindles  is — in  France,  one  person  to 
fourteen  spindles:  in  Russia,  one  to  tweniy-eight  spindles:  in 
Prussia,  one  to  thirty-seven :  in  Great  Britain,  one  to  seveniy-four. 
But  I  could  find  many  cotton  spinning  factories  in  my  district^  in 
which  mules  containing  2,200  spindles  are  managed  by  one  minder 
and  two  assistants.'  ^  I  have  been  recently  told,'  he  continues, 
'by  one  who  had  been  an  English  manager  in  a  &ctory  at 
Oldenburgh,  that  though  the  horns  of  work  were  firom  5.30  a.m. 
to  8  p.Dj.  every  day,  only  about  the  same  weight  of  work  was 
turned  off  under  English  overlookers  as  would  be  produced  in  a 
working  day  from  6  a.m.  6  pjn.  in  this  country.  Under  Cerman 
overlookers  the  produce  was  much  less.  The  wages  were  fifty  per 
cent,  less  in  many  cases  than  in  England ;  but  the  number  of 
hands,  in  proportion  to  machinery,  was  much  larger.  In  some 
departments  it  was  in  the  proportion  of  five  to  three  In  Russia 
the  inefficiency  of  the  foreign,  as  compared  with  the  labour  of 
the  English  operatives,  is  even  more  strikingly  manifested,  for,  on 
a  comparison  of  the  wages,  supposing  the  Russian  operatives  to 
work  only  sixty  hours  a  week  as  they  do  in  England,  instead  of 
seventy-five  hours  a  week  as  they  do  in  Russia,  their  wages  would 
not  be  one-fourth  the  amount  earned  in  England." 

Mr.  Wells  says — "  Whereas  female  labour  in  the  cotton  manu- 
facture is  paid  at  from  12s.  to  15s.  a  week  in  Great  Britain;  at 
from  7s.  3d.  to  9s.  7d.  in  France,  Belgium,  and  Germany ;  at 
fhim  2s.  4d.  to  2s.  lid.  in  Russia ;  the  one  thing  which  is  most 
dreaded  by  the  continental  manufacturers  everywhere  is  British 
competition.  The  demand  for  protection  is  loudest  in  France, 
Austria,  and  Russia,  where  the  average  wages  reach  their 
minimum." 
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So  it  is  said  by  Jones — **  Two  Middlesex  mowers  will  mow  in  a 
day  as  much  grass  as  six  Rnssian  serfe,  and  in  spite  of  the  dear* 
ness  of  provisions  in  England  and  their  cheapness  in  Russia,  the 
mowing  of  a  quantity  of  hay,  which  would  cost  the  English 
fiirmer  half  a  copeck,  will  cost  the  Russian  proprietor  three  or 
fbor  copecks."  The  Prussian  Councillor  of  State,  Jacobi,  is 
considered  to  have  proved  that  in  Russia,  where  everything  is 
cheap,  the  labour  of  the  serf  is  doubly  as  expensive  as  that  of  the 
labonrer  in  England.  In  Austria  the  labour  of  a  serf  is  one-third 
of  that  of  a  free  hired  labourer. 

Precisely  the  same  impossibility  of  determining  the  actual  cost 
of  labour  by  the  nominal  rate  of  wages  is  as  fully  shewn  by  the 
experience  of  the  shipowner  as  by  that  of  the  manufacturer. 

**  The  wages  of  shipwrights  and  the  pay  of  seamen  are  much 
more  moderate  in  France  than  with  us.  Yet  the  cost  of  building 
ships  is  ten  per  cent,  greater  in  France  than  in  England ;  and  the 
wages  of  a  French  crew,  in  consequence  of  their  greater  number, 
involve  an  expenditure  for  manning  twenty-five  per  cent,  greater 
than  the  corresponding  expense  in  an  English  ship. 

**  Jtf  on  the  other  hand,  we  compare  the  cost  of  manning  an 
American  ship'  with  the  cost  of  manning  an  English  ship,  we 
shall  see  how  our  comparatively  cheaper  labour  makes  us  more 
prodigal  in  the  use  of  it.  The  average 'proportion  of  seamen  in 
an  English  ship  is  one  man  to  every  fifteen  tons ;  in  an  American 
ship  it  is  one  man  to  every  twenty-five  tons." 

We  have  merely  taken  these  few  examples  from  Mr.  Brassey's 
interesting  little  work  Work  and  Wages,  which  contains  much 
whidi  may  be  useful  to  ell  persons  who  consider  these  questions. 

On  MUF  9  fourth  fundamental  proposition  regarding  Capital, 

61.  We  think  that  it  is  now  the  fitting  place  to  discuss  a 
doctrine  of  Mill's  which  we  reserved  in  a  former  chapter.^ 

Mill  lays  down  four  fundamental  propositions  regarding  Gapi- 
laly  of  which  the  first  three  are  as  follows : — 

1.  That  industry  is  limited  by  Capital. 

2.  That  all  Coital  is  the  result  of  saving. 

8.  That,  {Jthough  saved,  and  the  result  of  saving,  all  Capital 
is  nevertheless  consumed, «'.  «.,  destroyed. 

>   Vol.  /.,  ck,  4,  S  80. 
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Now,  with  respect  to  the  first  of  these  propositions,  we  hare 
shewn  that  nnless  Credit  be  admitted  to  be  Capital,  it  is  wholly 
nntrue.  Because  at  least  ninety-nine  hundredths  of  industry  in 
this  country  is  carried  on  by  means  of  Credit.  If  Credit  be 
admitted  to  be  Capital,  the  proposition  is  nearer  the  tmth  ;  and 
it  would  be  still  nearer  the  truth  to  say  that  industry  is  limited  by 
Profit:  because  in  this  country  wherever  there  is  profit  to  be 
made,  it  can  always  be  anticipated,  and  utilised  as  Capital,  by 
means  of  Credit 

With  respect  to  the  second  of  these  propositions^  we  have 
abundantly  demonstrated  that  it  is  untrue.  It  is  only  some,  but 
not  ally  Capital  that  is  the  result  of  saving.  Every  Lawyer  and 
Economist,  including  Smith,  Say,  and  Mill  himself,  have  included 
Bank  Notes  and  other  forms  of  Credit  under  CapitaL  Now 
Credit  is  not  the  result  of  saving ;  it  is  a  Eight  upon  the  future. 
We  have  moreover  given  numerous  other  examples  of  things 
being  used  as  Capital  which  are  not  the  result  of  saving. 

We  have  shewn  that  the  third  proposition  is  equally  untrue.  It 
is  only  scmey  and  not  all.  Capital  which  is  destroyed. 

We  now  come  to  Mill's /^mr/A  proposition,  which  originated  with 
Ricardo,  and  has  been  adopted  by  his  idolaters,  lUEcCulloch  and 
Mill.  The  proposition  is  this — "What  supports  and  employs 
productive  labour,  is  the  capital  expended  in  setting  it  to  work, 
and  not  the  demand  of  purchasers  for  the  produce  of  labour  when 
completed.    Demand  for  commodities  is  not  demand  for  labour." 

Now,  upon  looking  at  these  words,  they  may  be  said  to  be  a 
simple  truism.  Of  course,  if  we  buy  a  commodity  in  a  shop,  we 
demand  the  commodity,  we  do  not  demand  the  labour.  But  of 
what  practical  consequence  this  can  be  it  would  be  difficult  to 
conceive.  Mr.  Longe  says  it  is  like  saying  that  a  demand  for  beef 
is  not  a  demand  for  oxen.  When  a  purchaser  buys  something  in 
a  shop,  of  course,  he  does  not  employ  the  labour  himself  directly ; 
but  he  puts  into  the  shopkeeper's  hands  the  price  of  it,  which  the 
shopkeeper  may  employ  as  wages  in  paying  the  workmen  to 
produce  a  similar  article  to  replace  the  one  that  is  sold :  and  so  on 
in  succession :  every  succeeding  purchaser  puts  the  price  of  every 
successive  product  into  the  shopkeeper's  hands  to  be  employed  in 
buying  labour  as  long  as  the  demand  for  the  article  continues. 
This,  as  appears  to  us,  is  eminently  a  case  where  the  maxim,  qui 
facit  per  aiium  facit  per  se,  applies.    And  what  practical  oonse- 
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qaenoe  to  the  labouring  classes  it  can  be  whether  the  purchaser 
employs  them  directly  himself,  by  paying  them  to  produce  the 
article,  or  pays  them  through  the  medium  of  the  shopkeeper,  it 
would  be  difficult  to  discover. 

Nevertheless,  as  Mill  and  his  followers  attribute  extraordinary 
importance  to  this  doctrine,  we  shall  lay  before  our  readers  what 
he  says,  and  leave  them  to  judge  for  themselves^ — 

^  The  demand  for  commodities  determines  in  what  particular 
branch  of  production  the  labour  and  capital  shall  be  employed ;  it 
determines  the  direcHon  of  the  labour ;  but  not  the  more  or  less  of 
the  labour  itself,  or  of  the  maintenance  or  payment  of  the  labour. 
These  depend  on  the  amount  of  the  capital,  or  other  funds  [what 
fimds?]  directly  devoted  to  the  sustenance  and  remuneration  of 
labour. 

^  Suppose,  for  instance,  that  there  is  a  demand  for  velvet ;  a 
fimd  ready  to  be  laid  out  in  buying  velvet,  but  no  capital  to 
establish  the  manufacture.  It  is  of  no  consequence  how  great  the 
demand  may  be,  unless  capital  be  attracted  into  the  occupation 
there  will  be  no  velvet  made,  and,  consequently,  none  bought; 
imless  indeed  the  desire  of  the  intending  purchaser  for  it  is  so 
strong  that  he'  employs  part  of  the  price  he  would  have  paid  for 
it  in  making  advances  to  workpeople,  that  they  may  employ 
ihemselves  in  making  velvet :  that  is,  unless  he  converts  part  of 
his  income  into  capital,  and  invests  that  capital  in  the  manu- 
fiK^fcore." 

.  We  may  observe  that  in  such  a  case  he  would  not  convert  his 
inoome  into  capital,  unless  he  intended  to  sell  the  velvet  with  a 
pn^t.  If  he  intended  to  use  the  velvet  himself,  what  he  paid 
would  be  income.  If  a  purchaser  buys  goods  ^m  a  shopkeeper 
Che  shopkeeper  converts  the  money  into  capital  by  buying  a  fresh 
stock  of  goods  to  sell  with  a  profit. 

Mill  proceeds — ^'^Let  us  now  reverse  the  hypothesis,  and 
suppose  that  there  is  plenty  of  capital  ready  for  making  velvet, 
but  no  demand.  Velvet  will  not  be  made;  but  there  is  no 
particular  preference  on  the  part  of  capital  for  making  velvet. 
MannflEMsturers  and  labourers  do  not  produce  for  the  pleasure  of 
their  customers,  but  for  the  supply  of  their  own  wants,  and  having 
still  the  capital  and  the  labour,  which  are  the  essentials  of  pro- 
duction, they  can  either  produce  something  else  which  is  in 

1  FrincipUs  of  JMitical  Economy^  B,  /.,  c^.  5,  |  9. 
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demandy  or,  &  there  be  no  other  demand,  they  themBelres  have 
one,  and  can  produce  the  thmgs  which  they  want  for  their  own 
consumption.  So  that  the  employment  afforded  to  labour  does 
not  depend  on  the  purchasers,  but  upon  the  capital.  I  am,  of 
course,  not  taking  into  consideration  the  effects  of  a  sodden 
change.  If  the  demand  ceases  unexpectedly,  after  the  oommodity 
to  supply  it  is  abready  produced,  this  introduces  a  different  ele- 
ment into  the  question :  the  capital  has  actually  been  consumed 
in  producing  something  which  nobody  wants  or  uses,  and  it  has, 
therefore,  perished,  and  the  employment  which  it  gave  to  labour 
IS  at  an  end,  not  because  there  is  no  longer  a  demand,  but  because 
there  is  no  longer  a  capital." 

N0W9  in  ^e  i^  passage  what  does  ^'Capital"  mean?  Is  it 
the  wages  paid  to  the  workmen,  or  is  it  the  prodnct,  for  which 
there  is  no  demand  ?  If  the  wages  be  the  capital,  they  do  exist : 
they  exist  in  the  hands  of  the  persons  to  whom  they  were  pud ; 
and  these  persons  may  use  them  as  Income  or  Capital  exactly  as 
they  please.  If  the  product  be  ttie  capital,  it^  of  course,  ceases  to 
be  capital  when  no  one  will  buy  it  But  of  what  consequence  is 
that  to  the  labourers?  Mill  himself  says  that  a  demand  for 
pixMiucts  is  not  a  demand  for  labour :  therefore,  according  to  his 
own  doctrine,  whether  there  be  a  demand  for  the  iHX)duct  sr  not, 
it  can  in  no  way  afiect  the  labourers.  If  the  workmen  are  paid 
for  their  labour,  what  does  it  matter  to  them  what  becomes  of  its 
produce?  The  fund  which  paid  them  is  not  destroyed;  it 
remains  in  existence  to  effect  endless  exchanges  in  succession. 
How  this  case  helps  on  Mill's  argument  it  is  impossible  to  perceiye. 

He  proceeds — "  This  case,  ttierefore,  does  not  test  the  principle. 
The  proper  test  is  to  suppose  that  the  change  is  gradual  and 
fbreseen,  and  is  attended  with  no  waste  of  capital,  the  manufiacture 
being  discontinued  by  merely  not  replacing  the  machinery  as  it 
wears  out,  and  not  reinyesting  the  money  as  it  comes  in  from  the 
sale  of  the  produce.  The  capital  is  thus  ready  for  a  new  employ- 
ment in  which  it  will  maintain  as  much  labour  as  before.    •    .    • 

''This  theorem,  that  to  purchase  produce  is  not  to  employ 
labour;  t?uit  the  demand  for  labour  is  consHttded  by  the  wage^ 
which  precede  the  production,  and  not  by  the  demand  which  may 
exist  for  the  commodities  resulting  &om  the  production,  is  a 
proposition  which  greatly  needs  all  the  illustration  it  can  receive. 
It  is  to  common    apprehension  a  paradox;    and  even  among 
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political  eoonomistB  of  reputation,  I  can  hardly  point  to  any 
except  Mr.  Bicardo  and  M.  Say,  who  have  kept  it  constantly  and 
steadily  in  view.  Almost  all  others  occasionally  express  them- 
selves as  if  a  person  who  buys  commodities,  the  produce  of 
labour,  was  an  employer  of  labour,  and  created  a  demand  for  it 
as  really  and  in  the  same  sense  as  if  he  bought  the  labour  itself 
directly,  by  the  payment  of  wages.  It  is  no  wonder  that  political 
economy  advances  slowly,  when  such  a  question  as  this  remains 
opea  at  its  very  threshold." 

We  think,  but  we  are  by  no  means  sure,  that  we  have  now  some 
glinmier  of  Mill's  meaning  in  the  preceding  paragraphs.  He  says 
that  if  there  be  a  fund  ready  to  buy  velvet,  but  no  capital  to 
establish  a  manu&cture,  no  velvet  can  be  bought  because  there  is 
none  made.  To  take  a  more  familiar  instance  which  we  have 
already  considered.  Scotland,  before  the  introduction  of  credit, 
had  abundance  of  fertile  land,  and  of  unemployed  people,  but  no 
capital  to  serve  as  wages  in  paying  them  to  till  and  sow  the  land. 
Now,  of  course,  there  was  always  a  demand  for  com ;  but  the 
Scotch  proprietors  could  grow  no  catn  because  they  had  no  capital 
to  pay  as  wages  before  the  com  was  produced,  and  they  could  get 
no  capital  because  they  had  no  com  to  sell.  They  were,  therefore, 
in  a  deadlock:  if  they  could  once  get  a  crop  sown,  that  crop 
would  pnxluce  the  capital  to  continue  the  crop  for  ever.  The  real 
difficulty  was  to  start  the  operation,  which,  as  Mill  truly  says, 
oonld  not  be  set  agoing  without  capital  spent  as  wages  previous  to 
obtaining  the  produce.  Ce  n'est  que  U  premier  pas  qui  coute.  In 
&ct,  the  com  was  waiting  for  the  wages,  and  the  wages  were 
waiting  for  the  com.  It  was  an  Economic  position  just  like  that 
of  the  two  heroes — 

•<  The  Earl  of  Ohatham,  with  his  sabre  drawn, 
Was  waiting  for  Sir  Bichard  Strachan ; 
«   Sir  Bichard,  eager  to  be  at  'em, 
Was  waiting  for  the  Earl*  of  Chatham.*' 

No  doubt  there  is  the  difficulty,  as  Mill  says :  but  we  have  already 
pointed  out  how  this  difficulty  is  obviated,  and  the  hiatus 
bridged  over.  It  is  done  by  means  of  Bank  Notes :  a  Scotch 
Bank,  seeing  this  state  of  matters,  establishes  a  branch  in  the 
district,  and  advances  the  Present  Value  of  the  future  crops  in 
the  form  of  its  own  Notes,  or  Credit,  and  by  this  means  the  grand 
result  i|i  obtained  of  starting  the  operation.     By  this  creation  of 
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Credit,  used  as  wages,  the  land  is  reclaimed,  the  seed  is  sown,  and 
the  sale  of  the  crop  provides  the  fnnds  partly  to  redeem  the 
advances,  and  partly  to  renew  the  operation,  which  being  once 
started  may  be  carried  on  for  ever.  Hence  the  whole  difficulty 
vanishes  into  air :  and,  virtually  speaking,  the  person  who  buys 
the  produce  is  the  employer  of  labour,  and  creates  the  demand  in 
all  respects  as  effectually  as  if  he  himself  had  bought  the  labour 
directly,  by  the  payment  of  wages. 

Having  thus  shewn  how  this  imaginary  difficulty  is  obviated, 
we  now  come  to  more  tangible  doctrine — 

^'I  apprehend  that,  if  by  demand  for  labour  be  meant  ths 
demand  by  which  wages  are  raised,  or  the  number  of  labourers  in 
employment  increased,  demand  for  commodities  does  not  constitute 
demand  for  labour" 

Such  an  assertion  is  so  contrary  to  the  plainest  experience  that 
it  is  amazing  that  Mill  could  have  made  it :  and,  as  is  almost 
invariably  the  case,  we  have  only  to  quote  Mill  to  oonfhte  Mill. 
Elsewhere  he  says^ — '^  It  is  a  common  saying  that  wages  are  high 
when  trade  is  good.  The  demand  for  labour  in  any  particular 
employment  is  more  pressing,  and  higher  wages  are  paid,  when 
there  is  a  brisk  demand  for  the  commodity  produced:  and  the 
contrary  when  there  is  what  is  called  a  stagnation :  then  work- 
people are  dismissed,  and  those  who  are  retained  must  submit  to 
a  reduction  of  wages :  though  in  these  cases  there  is  neither  more 
lior  less  capital  than  before.    This  is  true.    .    .    . 

"  A  manufacturer  finding  a  slack  demand  for  his  commodity, 
forbears  to  employ  labourers  to  increase  a  stock  which  he  finds  it 
difficult  to  dispose  of:  or  if  he  goes  on  until  all  his  capital  is 
locked  up  in  unsold  goods,  then,  at  least,  he  must  of  necessity 
pause  until  he  can  get  paid  for  some  of  them.  But  no  one 
expects  either  of  these  states  to  be  permanent;  if  he  did,  he 
would  at  the  first  opportunity  remove  his  capital  to  some  other 
occupation,  in  which  it  would  still  continue  to  employ  labour. 
The  capital  remains  unemployed  for  a  time,  during  which  the 
labour  market  is  overstocked,  and  wages  fall.  Afterwards  the 
demand  revives,  and  perhaps  becomes  unusually  brisk,  enabling 
the  manufacturer  to  sell  his  commodity  even  faster  than  he  can 
produce  it:  his  whole  capital  is  then  brought  into  complete 
efficiency,  and  if  he  is  able,  he  borrows  capital  in  addition,  which 

*  Principles  of  Political  Economy ^  B.  11.^  ch.  2i  ^  2. 
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would  otherwise  have  gone  into  some  other  employment  [not 
necessarily  so].  At  such  time  wages  in.  his  particular  occupation 
rise.  If  we  suppose,  what  in  strictness  is  not  absolutely  im- 
possible, that  one  of  these  fits  of  briskness  or  stagnation  should 
affect  all  occupations  at  the  same  time,  wages  altogether  might 
undergo  a  rise  or  a  fall." 

Now  what  can  be  more  contradictory  to  the  doctrine  that 
^  demand  for  commodities  is  not  a  demand  for  labour,  and  does 
not  affect  wages,"  than  these  two  last  passages  ?  What  need  have 
we  to  refhte  Mill  when  he  has  done  so  effectually  himself? 

This  doctrine  of  Mill's  is  so  contrary  to  common  sense  that 
it  would  seem  waste  of  time  to  refute  it.  But  if  it  wanted 
refutation,  what  more  excellent  example  of  it  can  be  had  than  the 
evidence  and  report  of  the  Coal  Committee?  It  was  there 
distinctly  proved  that  the  price  of  iron  rose  immensely  &om  the 
enormous  demand  for  it ;  the  immense  demand  for  iron  caused  an 
immense  demand  for  coal,  and  accordingly  its  price  rose  im- 
mensely :  the  increased  demand  for  coal,  and  its  increased  price, 
caused  an  immense  demand  for  labourers,  and  their  wages,  too, 
rose  very  greatly,  though  not  in  proportion  to  the  rise  of  coal. 
Who  after  this  can  say  that  a  demand  for  commodities  is  not  a 
demand  for  labour?  Who  can  say  that  an  increased  demand  for 
the  commodity  does  not  lead  to  a  rise  of  wages?  We  have 
already  shewn  that  it  is  now  well  understood  by  the  workmen 
that  the  **  wages  fund "  is  not  existing  capital,  but  the  Price  of 
the  oomjnodity  produced;  and  their  wages  must  rise  and  fall 
according  to  that  price.  We  have  shewn  that  agreements  are 
regularly  made  that  wages  shall  rise  and  fall  with  the  price  of 
iron  and  coaL 

Mill's  doctrine  is  founded  on  the  exploded  fallacy  of  Ricardo 
that  it  is  "  cost  of  production  "  or  "  quantity  of  labour  "  which 
regulates  Value :  without  at  least  denying  that  it  sometimes  does 
so,  we  have  irrefragably  proved  that  it  is  as  often  just  the  reverse : 
and  that  it  is  the  increased  price  of  the  product  which  provides 
an  increased  fund  to  be  divided  between  masters  and  workmen : 
and  of  this  the  report  of  the  Coal  Committee  is  a  pregnant  and 
dedflive  instance. 

We  have  thus  shewn  that  Mill's  fourth  fundamental  proposition 
r^arding  Capital  is  as  baseless  and  untrue  as  the  preceding  three : 
and  therefore  it  is  wholly  unnecessary  to  consider  any  more 
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illnstratioiifl  he  may  give.  But  there  is  one  doctrine  of  his  so 
extraordinary  that  we  cannot  pass  it  over — 

**  The  ct)Bsmner  haa  been  accustomed  to  buy  rdvet,  but  resolyes 
to  discontinue  fimt  expense,  and  to  employ  the  same  annual  sum 
in  hiring  bricklayers.  If  the  common  opinion  be  correct  this 
change  in  the  mode  of  his  expenditure  gives  no  additional  em- 
ployment to  labour,  but  only  transfers  employment  from  velyet 
makers  to  bricklayers.  On  closer  inspection,  however,  it  will  be 
seen  that  there  is  an  increax^  of  the  total  sum  applied  to  the 
remuneration  of  labour.  The  velvet  manufacturer,  supposing  him 
aware  of  the  diminished  demand  for  his  commodity,  diminishes 
the  production  and  sets  at  liberty  a  corresponding  portion  of  the 
capital  employed  in  tiiie  manufacture.  This  capitisd  thus  with* 
drawn  fhdn  the  maintenance  of  velvet  makers,  is  not  the  same 
ftmd  with  that  which  the  customer  employs  in  maintaining 
bricklayers:  it  is  a  second  fund.  There  are  therefore  two  funds 
to  be  employed  in  the  mamtenanee  and  remunerathn  of  labour, 
where  be/bre  Jhere  was  only  one.  There  is  not  a  transfer  of 
employment  fix)m  velvet i»akers  to  bricklayers  (?) :  there  is  a 
new  employment  created  for  bricklayers,  and  a  transfer  of  em* 
ployment  &om  velvet  makers  to  some  other  labourers,  most 
probably  those  who  produce  the  food  and  other  things  which 
the  bricklayers  consume." 

We  pause  for  our  readers  to  examine  this  astounding  doctrine- 
According  to  Mill,  if  all  the  buyers  of  commodities  were  suddenly 
to  discontinue  buying  them,  and  employ  those  very  funds  which 
were  previously  used  in  buying  commodities  in  hiring  labour,  it 
would  double  the  labour  fond ! !  Is  it  necessary  to  point  out  the 
obvious  arithmetical  blunder  on  which  it  rests  ?  The  reader  will 
perceive  that  by  Mill's  own  supposition  the  velvet  makers  are  left 
unemployed.  The  labourers  who  are  called  upon  to  provide  the 
food  and  necessaries  for  the  bricklayers,  previously  provided  that 
food  for  the  velvet  makers.  Of  course,  if  the  velvet  makers  are 
left  without  wages  they  must  starve,  and  cannot  buy  food :  but 
the  bricklayers  can,  because  the  very  fond  which  formerly  bought 
the  velvet  makers'  food  is  now  given  to  the  bricklayers,  and  buys 
their  food.  To  the  producers  of  food  it  makes  no  difference 
whether  they  sell  it  to  bricklayers  or  velvet  makers.  But  by 
Mill's  arrangement  he  has  simply  taken  away  the  fonds  from  the 
velvet  makers,  whom  he  has  left  to  starve,  and  given  them  to  the 
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bricklayers^  and  by  doing  this  he  says  the  labonr  ftrnd  is  doubled  I! 
It  is  plain  that  so  far  as  r^ards  the  food-producers  it  is  only 
substituting  bricklayers  for  velvet  makers^  and  there  is  therefore 
no  increased  demand  for  food.  Thus,  according  to  Mill,  to  take 
away  a  fond  from  one  set  of  persons,  and  to  give  the  very  same 
fond  to  another  set,  is  to  double  the  fond!!  Most  wonderfol 
k^c !    This  is  truly  the  discovery  of  the  Philosopher's  Stone. 

We  have  now  found  the  grand  secret  to  multiply  a  fond  any 
number  of  times.  According  to  this  doctrine,  robbing  Peter  to 
pay  Paul  doubles  the  fund.  If  taking  away  the  fond  from  velvet 
makers  and  giving  it  to  bricklayers  doubles  the  fund,  then  taking 
it  away  from  bricklayers  and  giving  it  to  carpenters,  triples  it : 
taking  it  away  from  the  carpenters  and  giving  it  to  ploughmen, 
qnadraples  it,  and  so  on  to  any  extent.  Why  should  there  ever 
be  any  want  of  ftmds  to  employ  labonr  when  they  can  be  found  so 
eaalj,  simply  by  taking  them  away  from  some  one  else  ? 

Experience  suggests  to  us  a  case  where  the  application  of  this 
doctrine  would  be  highly  satisfactory.  When  Paierfamilias  has 
a  lot  of  boys  clamouring  for  pocket  money,  he  has  only  to  take 
half-a-crown  out  of  his  pocket  and  give  it  to  Roderick  :  Roderick 
is  paid.  Faterfamiku  then  takes  away  the  half-crown  from  Rode- 
rick and  gives  it  to  Grichton:  Grichton  is  paid.  Fater/amtlios 
then  takes  away  the  half-crown  from  Grichton  and  gives  it  to 
Keith  :  Keith  is  paid.  Paterfamilias  then  takes  away  the  half- 
ctowx  from  Keith  and  replaces  it  in  his  own  pocket.  By  this 
means  each  of  the  boys  has  been  paid  his  pocket  money,  and 
PaiBrfamiUas  has  got  it  in  his  own  pocket  as  well.  It  is  possible 
that  Roderick,  Grichton,  and  Keith  may  not  folly  comprehend 
the  nature  of  this  operation :  at  all  events,  Paterfamilias  is  quite 
satisfied  with  it  If  the  boys  feel  any  difSculty  about  it,  if  they 
have  an  imaginary  vacancy  in  their  pockets,  where  the  half-crowu 
18  not,  PaierfamiUas  simply  refers  them  to  Mill,  the  logical  Pope 
of  the  Briddi  people,  who  will  explain  to  them  quite  satis&ctorily 
that  by  this  operation  the  fund  has  been  quadrupled,  and  that 
they  have  each  had  their  pocket  money,  and  leaves  them  to  digest 
this  dementary  lesson  in  Logic  and  Economics  as  best  they  may. 
And  this  is  a  principle  of  very  extensive  application ;  which  shews 
that  Economics  is  well  worth  the  study  of  all  Fairumfamiliarum. 

We  may,  therefore,  dismiss  Mill's  fourth  fondamental  pro- 
position regarding  Capital  to  the  same  limbo  as  the  other  three. 
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And  we  cannot  help  obserying  that  this  is  a  striking  example  of 
the  folly  of  literary  men  writing  on  subjects  of  which  they  have 
no  knowledge.  Here  is  a  whole  chapter  of  Mill,  containing  30 
pages,  which  is  a  complete  mass  of  errors  in  itself,  and  on  each 
separate  part  of  it  we  Uaye  shewn  that  Mill  has  contradicted 
himself.  And  thus  the  young  student's  mind  is  fiUed  with 
erroneous  notions  on  the  fundamental  principles  of  the  subject, 
which  he  must  utterly  exterminate  if  he  would  understand  modem 
commerce. 

On  the  Wobkmak's  Bhabe  of  the  Price. 

62.  We  hare  seen  that  the  rough,  coarse  statement  that  the 
**  Wages  Fund  "  is  simply  existing  Capital,  and  that  the  ayerage 
Bate  of  Wages  is  simply  the  ratio  between  this  capital  and 
population,  and  that  all  the  labourers  in  the  kingdom — ^lawyers, 
medical  men,  carpenterei,  artists,  clerks,  ploughmen,  artisans,  &c — 
are  competing  for  this  fund,  and  so  obtain  an  average  of  about 
£2  a  year,  is  a  simple  absurdity.  Smith  long  ago  observed  that 
the  same  piece  of  money  pays  different  persons'  incomes  in  suc- 
cession^— "  The  amount  of  the  metal  pieces  which  are  annually 
paid  to  an  individual  is  often  precisely  equal  to  his  revenue,  and 
is  upon  that  account  the  shortest  and  best  account  of  its  value. 
But  the  amount  of  the  metal  pieces  which  circulate  in  a  society 
can  never  be  equal  to  the  revenue  of  all  its  members.  As  the 
same  guinea  which  pays  the  weekly  pension  of  one  man  to-day 
may  pay  that  of  another  to-morrow,  and  that  of  a  third  the  day 
thereafter,  the  amount  of  the  metal  pieces  which  annually  circu- 
late in  any  country  must  always  be  of  much  less  value  than  the 
whole  money  pensions  annually  paid  to  them."  If  writers  had 
only  thought  of  this  obvious  truth  of  Smith's,  they  never  would 
have  committed  such  an  error  as  saying  that  the  average  rate  of 
wages  is  simply  the  ratio  between  population  and  capital.  At  all 
events,  even  supposing  that  it  consisted  of  nothing  but  specie,  it 
would  be  the  amount  of  specie  multiplied  by  the  number  of  times 
it  is  paid  away  in  the  course  of  the  year.  However,  even  that  is 
a  very  inadequate  account  of  the  Wages  Fund.  And  to  suppose 
that  the  average  rate  of  wages  is  simply  the  ratio  between  capital 
and  workmen  is  as  absurd  as  to  suppose  that  the  average  price  of 
goods  is  simply  the  ratio  between  goods  and  specie. 

>  Wealth  of  NatioMj  B,  II.,  ck,  2. 
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The  tme  ftmd  which  pioyides  for  Wages,  Profits,  Bent,  Cost  of 
Materials,  or  anything  else,  is  the  Price  of  the  product :  and  in 
case  of  necessity  this  fond  is  anticipated  by  means  of  Banking 
Credits. 

This  is  the  fiind,  and,  in  ordinary  times,  this  only  is  the  ftmd, 
which  Capitalists  and  Workmen  have  to  divide  between  them :  it 
can  by  no  possibility  be  exceeded,  and,  of  course,  the  higher  the 
price,  the  greater  is  the  fond  for  diyision. 

Bnt  the  whole  of  this  fond  is  not  available  for  division :  first  of 
all  there  must  be  deducted  a  sum  sufSdent  to  maintain  all  the 
fij:ed  and  drculating  capital  in  efficient  repair  and  fiill  working 
order.  Then  there  must  be  also  deducted  a  fair  interest  on  the 
sum  invested  as  fixed  and  circulating  capital.  Every  intelligent 
workman  must  admit  that  the  capital  must  be  maintained  in  fidl 
efficiency,  and  also  produce  the  average  rate  of  interest,  or  else  it 
would  be  removed  from  that  species  of  occupation  to  something 
else.  So  the  payment  of  rent  must  also  come  out  of  it,  which  is 
only  another  name  for  interest  on  capital.  After  making  these 
deductions  from  the  price  of  the  product,  the  remainder  is  the 
ftmd  available  for  division  between  masters  and  workmen,  as  the 
reward  of  their  labour — ^labour,  of  course,  including  skill  as  well 
as  manual  industry. 

Masters  and  workmen,  however,  often  take  different  views  as  to 
the  principle  on  which  this  fund  should  be  divided. 

llie  masters'  view  often  is,  that  Labour  is  simply  a  commodity, 
which  has  its  market  value  like  any  other,  governed  by  the  general 
law  of  Demand  and  Supply :  and  that  the  workmen  have  no  right 
to  inquire  into  the  profits  which  they  make  by  their  skill  and 
foresight,  or  which  may  accrue  to  them  by  a  favorable  turn  in 
the  market 

Workmen,  however,  are  often  far  from  agreeing  to  this  view  of 
the  matter.  They,  or  at  least  the  reasonable  ones,  admit  that  the 
Capitalist  is  entitled  to  fair  profits  on  the  capital  engaged,  and  also 
to  a  reasonable  reward  for  skill,  management,  superintendence, 
&C.  After  ttiat,  however,  they  think  that  the  remainder  should 
be  divided  among  themselves  as  wages. 

To  which  the  masters  reply,  that  in  many  cases  in  certain 
trades,  the  business  is  often  carried  on  at  a  heavy  loss,  and  that  if 
the  workmen  are  to  appropriate  all  the  profits  to  themselves,  they 
must  also  be  called  upon  to  share  the  losses :    which  is,  as  a 
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mMst  of  &ct,  impracticable :  and,  therefore^  thej  have  no  rigbt 
to  share  all  the  profits. 

In  many  cases  where  expensive  machinery  is  employed,  like  in 
cotton  mills,  the  machinery  must  be  kept  going  at  any  cost,,  and  in 
a  period  of  depression  masters  work  at  a  heavy  daily  loss,  simply 
to  prevent  the  machinery  deteriorating,  and  the  workpeople  firom 
starving,  and  the  necessity  of  breaddng  np  their  establishment. 
Now  if  the  workpeople  devour  all  the  profits  in  time  of  prosperity, 
where  are  the  funds  to  come  from  to  maintain  them  in  a  period  of 
dq)re8sion  ?  If  the  bees  devour  all  the  honey  in  summer,  what 
is  to  feed  them  in  winter?  Hence  it  is  plainly  to  the  real 
advantage  of  the  workpeople  themselves  that  they  should  not 
devour  all  the  profits  as  soon  as  they  are  made.  By  allowing 
them  to  accumulate  in  the  hands  of  the  masters  they  are  in 
reality  laying  up  an  insurance  fund  for  themselves  for  a  rainy  day. 

Now  this  portion  of  the  price  of  the  product  is  a  superior  limit 
which  wages  cannot  permanently  exceed.  It  is  a  cast  iron  limit—' 
the  result  of  the  inexorable  law  of  Demand  and  Supply  which 
imposes  a  superior  limit  on  wages. 

Now  we  may  observe  that  there  are  two  kinds  of  labour  in 
commerce,  one  of  which  is  necessary  to  produce  the  profit,  the 
other  which  is  not. 

In  a  merchant's  office,  or  in  a  bank,  the  clerks,  servants,  mes- 
sengers, porters,  <&c.,  contribute  nothing  to  the  success  of  the 
business.  Such  labour  as  theirs  is  subject  to  the  simple  rule  of 
Demand  and  Supply.  They  have  no  shadow  of  a  claim  to  demand 
a  share  of  the  profits ;  and  if  the  heads  of  the  establishment  give 
them  a  banns  in  a  successful  year,  that  is  mere  grace  and  favour* 
So  the  servants  of  a  railway  company,  engine  drivers,  guards, 
porters,  and  clerks,  contribute  nothing  to  the  success  of  the^  enter- 
prise. Their  labour  is  a  mere  commodity,  which  must  be  paid  for 
whether  the  line  pays  any  dividend  or  not.  They  have  no  more 
claim  to  have  a  share  of  the  profits  than  if  the  company  buys 
engines  and  carriages  from  another  company,  that  company  woidd 
have  a  Qlaim  to  be  paid  for  their  engines  and  carriages  according 
to  the  profits  the  railway  company  was  earning.  Such  persons 
have  no  more  claim  to  a  share  of  the  profits  than  domestic 
servants  would  have  to  higher  wages  if  their  master  were  successful 
in  business. 

But  the  labour  of  operatives,  miners,  and  artisans,  stands  on  a 
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different  footing  altogether*  Their  labonr,  their  ekill,  is  indispen- 
sably necessary,  and  condaces  directly  to  obtain  the  product  and 
the  profit.  Their  labour  may  justly  be  styled  co-operative  with 
that  of  the  master :  they  are  in  reality  qnasi-partners  with  the 
capitalist  in  obtaining  tiie  profits,  and  without  them  the  profits 
oould  not  be  made,  and  the  master  obtains  a  distinct  profit  out  of 
the  labour  of  such  workmen  which  he  can  estimate  in  a  very 
different  sense  to  that  of  the  labour  of  the  other  class. 

The  claim  of  such  workmen  to  a  share  of  the  profit  which  is 
distinctiy  due  to  their  work,  stands  on  a  totally  different  footing 
tnm  that  of  the  other  dass.  It  is  now  pretty  generally  recognised 
tiiat  such,  workmen  have  an  equitable  claim  to  a  certain  share  of 
the  profit  which  is  the  result  of  the  joint  efforts  of  the  master  and 
workmen :  though  what  that  share  should  be,  and  how  they  are  to 
obtain  it,  is  a  very  different  matter :  moreover,  it  is  far  easier  to 
d^iermine  in  some  kinds  of  business  than  in  others. 


63.  Mr.  Brassey  says  that^ — "  there  is  a  maximum  limit  above 
which  wages  cannot  rise,  and  a  minimum  below  which  they  cannot 
ftIL  The  minimum  is  determined  by  the  cost  of  living  according 
to  the  standard  adopted  by  the  people.  Wages  cannot  long  con- 
tinue below  the  amount  necessary  for  the  support  of  the  labourer 
and  his  fiunily.  On  the  other  hand,  wages  cannot  long  continue 
■0  high  as  to  deprive  the  employer  of  a  fair  return  upon  his 
o^ital,  and  a  reasonable  reward  for  the  application  of  his  time 
aiul  abilities  to  the  conduct  of  his  business.  If  wages  exceed  the 
maTJmum  limit  determined  by  the  necessity  of  fulfilling  the 
oonditions  enumerated,  capital  will  no  longer  be  embarked  in 
midertakings  from  which  no  adequate  return  can  be  obtained." 

What  Mr.  Brassey  says  of  the  superior  limit  of  wages  is  true ; 
bat  what  he  says  of  the  inferior  limit  is  subject  to  great  qualifica- 
lionB.  While  no  power  on  earth  can  raise  wages  above  the 
Rqwrior  limits  which  is  determined  by  the  inexorable  law  of 
Dmand  and  Supply,  the  inferior  limit  is,  unfortunately,  very 
elastic  If  there  is  only  a  certain  amount  of  work  to  be  done, 
and  workmen  persist  in  crowding  into  it,  nothing  can  prevent 
Iheir  outbidding  one  another  and  lowering  wages :  and  as  their 
wages  go  down  under  this  competition,  so  must  their  scale  of 
living  deteriorate.    Was  it  because  potatoes  were  so  cheap  that 

1   Work  and  Wagu,  cA.  8. 
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Irish  wages  were  so  low  ?  Certainly  not :  it  was  the  excessiye 
population  of  Ireland^  whose  numbers  were  multiplied  by  a 
vicious  system  of  small  holdings,  created  for  political  purposes, 
and  the  absence  of  an  effective  poor-law,  and  the  deficiency  of 
employment  for  them,  that  compelled  them  to  resort  to  potatoes 
for  sustenance,  and  we  all  know  the  consequences.  So  that,  even 
if  it  were  true,  this  law  could  not  take  effect  until  the  very  lowest 
and  cheapest  food  that  would  support  human  life,  were  discovered. 
To  say  that  scale  of  living  regulates  wages  is  only  true  when  the 
law  of  Demand  and  Supply  is  called  in  to  aid  it,  and  means  be 
taken  to  limit  the  numbers  of  workmen,  so  that  they  can  enforce 
tiieir  demand  for  wages  to  afford  them  superior  food.  There 
must  be  found  some  method  of  removing  the  superfluous  numbers. 
In  China,  as  is  weU  known,  infanticide  is  practised  to  an  enormous 
extent:  babies  are  destroyed  with  no  more  compunction  than 
young  kittens  and  puppies.  In  many  continental  States  the  most 
rigorous  legal  restrictions  are  placed  on  marriages ;  while  in  other 
countries  emigration  is  the  sovereign  remedy. 

64.  A  passionate  cry,  however,  has  gone  up  from  many  working 
men  that  human  flesh  and  blood  should  not  be  treated  like  dead 
and  senseless  commodities,  by  the  cold  inflexible  laws  of  Demand 
and  Supply.  They,  and  many  of  their  self-appointed  advocates, 
maintain  that  they  have  an  absolute  right  to  have  such  wages  as 
will  sustain  themselves  and  their  families  in  comfort,  or,  at  least, 
that  the  State  is  bound  to  provide  work  for  them.  They  abuse 
the  science  of  PoUtical  Economy  because  it  simply  explains  cer- 
tain inevitable  laws  under  which  they  live,  and  whose  influence 
they  cannot  escape  from.  The  science  of  Economics,  or  Political 
Economy,  is  not  the  cause  of  these  laws,  it  simply  explains  them, 
as  they  exist.  To  vituperate  Economics  on  account  of  human 
misfortunes  is  just  as  absurd  as  to  vituperate  the  science  of 
Mechanics  because  if  a  man  were  to  stand  under  a  falling  house 
or  mountain  it  would  crush  him ;  or  to  vituperate  the  science  of 
Chemistry  because  if  a  man  were  to  take  a  dose  of  arsenic  or 
prussic  acid  it  would  kill  him ;  or  if  he  were  to  stand  on  a  barrel 
of  gunpowder  it  might  explode  and  blow  him  to  pieces ;  or  to 
vituperate  the  science  of  Medicine  because  a  man  may  die  of  a 
^ver. 

Mechanics,  Chemistry,  and  Medicine  are  not  the  causes  ot  these 
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hnman  calamities ;  they  only  investigate  their  caoseSy  and  endea- 
vour to  discover  the  remedies  applicable  to  them.  So  Economics 
is  not  the  cause  of  hnman  misery ;  it  only  investigates  its  causes, 
and  points  out  the  appropriate  remedy  by  which  it  can  be  allevia- 
ted, so  far  as  is  consistent  with  the  nature  of  things. 
But  men  treat  Economics  as  they  do  Fortune — 

**  Quest*  d  oolei,  che  tanto  d  posta  in  crooe 

Pur  da  color,  che  le  dovrian  dar  lode, 

Dandole  biasmo  a  torio  e  mala  voce. 
Ma  ella  b*  d  beata,  e  cid  non  ode.'*  i 

**  This  is  she  who  is  so  execrated  by  those  who  onght  rather  to  give 
her  praise,  wrongfully  repaying  her  with  corses  and  malediction.  Bat 
■he  is  blessed,  and  heeds  not  what  they  say.** 

If  only  a  full  and  true  picture  of  the  evils  which  erroneous 
doctrines  and  practices  in  Economics  have  inflicted  upon  the 
hxmian  race  could  be  presented,  men  would  hail  Economics  as 
beneficent  a  science  as  Medicine.  For,  like  Medicine,  it  arose 
from  the  study  of  the  calamities  and  miseries  of  men,  and  its 
business  is  to  explain  their  causes  and  point  out  the- remedy. 

65.  The  doctrine  that  human  beings  should  not  be  subject  to 
the  usual  law  of  Demand  and  Supply,  and  that  every  workman  is 
entitled  to  have  work  or  wages  found  for  him  sufficient  to  enable 
him  to  live  and  bring  up  his  family  in  comfort,  is  a  very  specious 
one,  and,  under  the  name  of  the  droit  au  tratml,  has  been  very 
widespread  among  our  neighbours  across  the  channel.  It  has 
been  tried  there  many  times,  but  always  with  the  most  disastrous 
results,  as  we  have  shewn  elsewhere.^  Experience  and  reason, 
however,  shew  that  it  is  entirely  erroneous.  It  is  not  men  who  are 
purchased,  but  their  labour:  and  their  labour  is  a  commodity 
subject  to  exactly  the  same  laws  of  Value  as  all  other  commodities. 
If  a  Shakespeare,  a  Macaulay,  or  a  Scott,  were  set  to  do  the  work 
of  a  copying  clerk,  they  would  not  be  paid  as  Shakespeare, 
Macaulay,  or  Scott,  but  for  the  work  of  a  copying  clerk.  If  the 
rule  could  be  applied  to  labour,  it  must  be  also  applied  to  com- 
modities. For  how  is  Labour  paid?  Out  of  the  price  of  the 
commodity.  If  a  labourer  offers  the  produce  of  his  labour  for 
sale,  it  is  the  demand  for  the  commodity  which  gives  value  to  his 
labour.     Or  if  he  is  paid  wages  to  produce  a  commodity,  the 

*  Dante,    Inferno^  c.  7,  91. 
*  Dictionary  of  PuUtical  Econumy,    Art.:  Ateliers  Nationaux. 
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master  only  pays  him  those  wages  because  he  expects  that  there 
will  be  a  demand  for  the  commodity ;  and  he  can  only  pay  him 
wages  in  proportion  to  the  price  he  expects  to  obtain  for  the 
commodity.  Hence  we  see  what  a  palpable  absurdity  the 
Bicardo-Mill  doctrine  iR,  that  Demand  for  commodities  is  not 
a  demand  for  labonr!  To  say^  therefore,  that  a  certain  price 
should  be  fixed  for  labour,  is  as  much  as  to  say  that  a  certain  price 
should  be  fixed  for  commodities.  An  error,  indeed,  which  long 
prevailed,  but  which  is  now  completely  exploded.  If,  therefore, 
the  price  of  commodities  is  left  exclusively  to  be  governed  by  the 
law  of  Demand  and  Supply,  it  follows  as  a  necessaiy  and  inevi* 
table  consequence  that  the  price  of  labour  must  be  so  too :  for  it 
is  the  expected  price  of  the  product  which  is  the  sole  inducement 
to  pay  wages,  and  regulates  their  amount. 

But,  in  fact,  if  the  droit  au  travail  be  admitted  in  principle  at 
all,  it  cannot  be  restricted  to  handicraftsmen.  If  the  shoemaker 
is  entitled  to  call  on  the  State  to  provide  him  with  shoes  to  make, 
when  there  are  no  feet  to  wear  them ;  if  the  mason  is  entitled  to 
call  upon  the  State  to  employ  him  to  build  houses,  when  there  is 
no  one  to  live  in  them ;  if  the  tailor  can  call  upon  the  State  to 
pay  him  to  make  endless  coats,  when  there  are  no  backs  to  be 
covered : — ^why,  the  same  law  is  good  for  the  lawyer,  the  doctor, 
the  artist,  the  author,  the  editor.  Every  man  who  chooses  to 
adopt  the  law  as  a  profession  should  have  a  certain  number  of 
briefs  deposited  by  the  State  every  morning  on  his  breakfast 
table:  every  painter  should  be  commissioned  to  paint  endless 
Madonnas:  every  sculptor  should  be  employed  to  produce  per- 
petual Apollos:  every  author  should  have  a  certain  number  of 
c<^ies  of  bis  work  curdered  by  the  State,  which  criminals,  perhaps, 
might  be  sentenced  to  read :  every  editor  should  have  a  certain 
number  of  copies  of  his  paper  ordered  by  the  State :  though  it 
might  be  somewhat  of  a  puzzle  to  apply  this  rule  to  medical  men 
and  surgeons,  as  it  is  not  easy  to  see  how  the  State  could  provide 
patients  and  broken  limbs  at  will.  The  rule  that  is  good  for  one 
class  is  good  for  all  classes :  it  is  quite  absurd  at  the  present  day 
to  suppose  that  the  various  classes  of  society  can  be  governed  by 
different  special  laws. 

The  fallacy  which  pervades  the  French  theory  of  the  droit  au 
travail  is  manifest.  It  demands  that  work  shall  be  found  for  the 
workmen  of  the  nature  they  are  accustomed  to.    Now,  why  is  it 
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that  the  workmen  m  any  particular  trade  are  in  distress  ?  Becanse 
there  is  not  a  snfScient  demand  for  their  labonr.  Becanse  that 
species  of  labour  is  oyer-abundant.  All  commercial  difficulties 
arise  from  over-^oduction,  in  one  form  or  another,  and  never  from 
vnder-prodmtion.  And  all  commercial  difficulties  may  be  reduced 
to  this  general  form  of  expression,  that  traders  have  provided,  or 
got  on  hand,  more  of  some  commodity  than  is  suitable  for  the 
drcmnstances  of  the  time.  And  this  is  equally  true,  whether  it 
arises  from  incautious  speculation  in  that  particular  article,  or 
whether  it  arises  from  some  great  deficiency  in  some  great  staple 
article  of  food,  as  com.  Because,  if  through  a  great  deficiency 
of  food  the  price  of  it  rises  very  high,  and  takes  away  the  custom 
from  other  articles  of  conmierce,  which  lowers  their  price,  and 
injures  their  holders,  still  the  same  general  expression  is  true, 
that  they  are  brought  into  trouble  by  having  more  of  certain 
commodities  than  is  suitable  to  the  circumstances  of  the 
time.  And  this  is  over-production,  no  matter  from  what  causes 
it  arises.  To  ^provide  more  of  any  article  then,  which  is  already 
overabundant,  can  only  aggravate  the  evil.  What  is  really 
wanted  is  more  demand.  Now  the  State  can,  of  course,  if  it 
pleases,  produce,  but  it  never  can  create  demand.  Consequently 
the  only  result  which  those  who  produce,  by  extraneous  assist- 
ance, more  than  is  wanted,  can  effect,  is  to  aggravate  and  extend 
still  farther  the  area  of  suffering,  and  to  reduce  those  who  can 
maintain  themselves  to  the  same  state  as  those  who  are  already 
dependent  on  the  public.  Consequently,  if  the  right  to  labour  be 
admitted,  it  is  indispensably  necessary  that  the  work  provided 
ahoold  be  of  some  nature  wholly  different  from  the  workman's 
lunial  occupation ;  and,  indeed,  it  ought  to  be  work  which  does  not 
oome  into  competition  with  any  independent  workman.  And  this 
is  precisely  the  diflference  between  the  French  droit  au  travail  and 
the  English  Poor  Law.  In  England  the  droit  au  travail  is  ad- 
mitted. It  is  English  Law  that  if  persons  cannot  find  work  to 
support  them  they  are  entitled  to  seek  work  from  the  State. 
The  sole,  but  most  essential,  distinction  in  principle  is,  that  the 
Frendi  doctrine  is  that  the  work  provided  must  be  such  as  the 
workman  pleases,  the  English  doctrine  is  that  it  must  be  such  as 
the  State  pleases.  This  is  enough  on  this  point  for  this  place. 
We  must  defer  any  further  remarks  till  the  Chapter  on  Poor 
Laws. 

0  2 


196  PRINCIPLES   OF  ECONOMICS.         Chap.  XIH. 

66.  We  may  observe  that  Mr.  R.  Kettle,  County  Court  Judge 
of  Worcestershire,  a  gentleman  of  great  experience  and  success  in 
adjusting  disputes  between  masters  and  men,  takes  exactly  the 
same  yiew  of  the  "Wages  Fund"  as  we  have  set  forth  in  the 
preceding  paragraphs ;  that  it  is  not  simply  existing  ci^ital,  but 
the  price  of  the  product.  He  says^ — ^"  In  the  old  established 
relation  between  master  and  men,  the  experience  of  many  years 
had  fixed  the  price  at  which  it  was  safe  for  the  employer  to 
guarantee  fall  work :  and  for  the  journeyman  to  accept  a  certainty 
rather  than  incur  the  risk  of  independent  trading.  By  tacit 
consent,  founded  upon  long  experience,  there  was  a  rate  from 
which  in  good  times  wages  would  rise,  and  in  bad  times  &1L  In 
the  shoe  trade  variations  in  wages  were  very  smaU.  The  journey- 
man knew  well  the  selling  price  of  the  article  he  made,  and 
what  the  material  cost,  and  he  could  easily  work  the  simple 
arithmetic  which  would  tell  him  his  wages  fond.  Both  parties 
knew  that  if  the  proportions  of  profit  and  wages  were  not  fairly 
adjusted  the  workman  could,  by  the  exercise  of  a  little  thrift  and 
self-denial,  emancipate  himself  from  the  position  of  a  journeyman. 
There  was  no  trouble  about  adjusting  demand  and  supply :  they 
were  convertible  terms  with  production  and  consumption,  and 
these  two  were  near  neighbours,  so  that  the  work  of  the  hands 
easily  balanced  the  wants  of  the  feet. 

"  Now,  let  us  look  at  the  factory  operative  and  the  mill  owner 
meeting  to  make  a  bargain.  First  as  to  the  normal  rate  of  wages. 
That  will  depend  upon  how  you  constitute  the  wages  fund.  The 
most  fruitfal  source  of  disagreement  between  masters  and  men  at 
present  is  the  uncertainty  as  to  what  portion  of  the  exchangeable 
value  of  the  joint  product  of  labour  and  capital — that  is,  of  price 
— should  go  into  the  wages  fund.  There  is  a  complete  unity  of 
interest  between  masters  and  men  throughout  the  whole  course  of 
production  and  exchange — their  interest  is  that  the  combined 
action  of  capital  and  labour  shall  produce  as  much  as  possible,  and 
that  the  product  should  exchange  for  as  high  a  price  as  possible. 
Immediately  the  commodity  is  converted  into  price  their  interests 
diverge:  the  employer's  interest  then  is  that  a  large  portion  of 
price  should  be  reserved  for  the  profit  fund — the  workman's  in- 
terest is  that  a  large  portion  should  go  into  the  wages  fimd." — 
"  After  making  certain  payments,  such  as  replacement  of  material, 

1  Mttiteri  and  Metu,  p.  18. 
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maintenance  of  plants  ordinary  interest  npon  capital,  premium  to 
cover  risk,  and  that  disputable  .item,  cost  of  management,  the 
balance  of  price  then  in  the  hands  of  the  master  is  what  should  be 
divided  between  the  wages  fund  and  the  profit  fund.  The  crux  of 
the  problem  is,  what  portion  of  this  balance  should  be  paid  to 
each." 

And  again,  on  receiving  a  testimonial  for  his  successful  arbitra- 
tion in  a  question* of  wages  at  Middlesborough  in  1869,  he  said — 
**  Price  is  the  fund  out  of  which  both  profit  and  wages  are  paid. 
This  fimd  comes  into  the  hands  of  the  master  for  distribution." 

Thus  we  may  now  take  it  to  be  an  exploded  fallacy  that  the 
wages  fund  is  simply  existing  capital :  it  is  the  price  of  the 
prodncty  subject  to  the  deductions  which  have  been  pointed  out, 
and  the  real  question  is  to  determine  how  the  balance  of  price 
may  be  most  equitably  divided  between  masters  and  men ;  and  if 
either  party  is  dissatisfied  with  his  share,  what  remedy  is  there  for 
settling  the  point.  But  as  this  chapter  has  already  extended  to 
80  great  a  length,  and  the  various  methods  which  have  been 
proposed  for  adjusting  the  relative  claims  of  Labour  and  Capital 
to  share  the  common  fimd  out  of  which  both  wages  and  profits  are 
paid,  will  require  much  consideration,  it  will  be  more  convenient 
%  to  defer  it  to  a  future  chapter,  especially  as  such  questions  come 
more  properly  under  the  title  of  mixed  Economics,  as  they  involve 
a  combination  of  Morals  and  Economics.  The  same  observation 
is  true  respecting  all  Laws  which  regulate  the  hours  of  Labour ; 
they  involve  questions  of  Moral  duty  as  well  as  Economical  effect, 
and  will  be  more  properly  discussed  hereafter. 

67.  In  the  preceding  remarks  we  have  only  considered  the 
exchuigeable  relations  between  labour  and  wages,  or  the  money 
paid  for  it.  Of  course,  the  quantity  of  money  paid  for  labour 
affords  no  indication  of  the  well  being  or  comfort  of  the  labourers. 
The  real  reward  or  revenue  of  the  labourers  consists,  not  in  the 
metal  or  paper  pieces  paid  to  them,  but  in  what  these  signs  or 
tokeoB  will  exchange  for ;  in  the  lodging,  food,  clothing,  and  other 
necessaries  or  enjoyments  the  labourer  can  buy  with  them.  Some 
writers,  therefore,  call  the  money  wages,  nominal  wages,  and  the 
necessaries  and  comforts  of  life  they  will  purchase,  real  wages. 
Again,  Eicardb  speaks  of  another  kind  of  wtigeB—prap&rtional 
wages,  namely  the  proportion  of  the  produce  of  labour  which  the 
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labourer  receives,  and  these  various  kinds  of  wages,  natural  wages, 
market  wages,  nominal  wages,  real  wages,  and  proportional  wages, 
are  so  mixed  up  together  in  his  discussions,  that  it  is  frequently 
extremely  difficult  to  disentangle  these  perplexed  and  complicated 
considerations. 

No  doubt  it  is  very  interesting  and  important  to  ascertain  the 
relative  position  of  the  labouring  classes,  whether  it  ameliorates 
or  deteriorates  from  century  to  century.  But  tfuch  an  inquiry  is 
not  precisely  Economics.  Such  comparisons  can  only  be  made  by 
obtaining  the  most  elaborate  statistical  tables  of  the  Kate  of 
Wages  of  all  classes,  and  in  all  localities,  and  the  prices  of  ail  sorte 
of  commodities,  and  comparing  them  together.  These,  no  doubt, 
are  deeply  interesting  to  the  Statesman  and  the  Economist ;  but 
they  are  Statistics,  and  not  Economics.  The  relative  values  of 
money,  wages,  and  conmiodities  at  different  periods  are  statistical 
facts,  and  Economics  only  investigates  the  theory,  or  the  causes 
why  they  change  from  time  to  time. 

In  the  same  way  it  is  no  part  of  Medical  Science  to  know  that 
there  were  all  sorts  of  horrible  diseases  in  the  Middle  Ages,  black 
death,  plague,  sweating  sickness,  which  are  happily  unknown  now. 
That  is  Medical  Statistics.  It  is  the  duty  of  Medical  Science  to 
investigate  the  causes  of  these  frightful  pests,  and  to  point  out  the  ^ 
remedy  for  them  if  possible,  not  to  register  the  facts. 

Now  an  inquiry  of  the  nature  spoken  of  above  would  not  be 
properly  within  the  purpose  of  this  work,  which  is  intended  to 
investigate  the  principles  which  determine  changes  of  value.  To 
be  of  any  use  it  would  require  to  be  of  veiy  large  extent.  Smith 
has  given  some  slight  tables  of  the  price  of  com  and  a  few 
statistics.  But  they  are  so  meagre  and  imperfect  as  to  be  of  no 
practical  use.  Most  of  the  tables  which  have  hitherto  be^n  used 
by  Economists  are  now  acknowledged  to  be  entirely  unreliaWe. 
If  any  persons  wish  to  pursue  such  inquiries,  they  must  consult 
Professor  Thorold  Rogers's  laborious  and  extensive  work,  The 
History  of  Agriculture  and  Prices ;  for  a  later  period  Tooke's  His- 
tory of  Prices;  and  for  recent  times,  the  volumes  of  the  Economist 
will  form  an  unequalled  repertory  of  statistical  information  for  all 
future  inquirers..  We  maybe  quite  certain  that  the  exchange- 
able relations  between  Labour  and  Wages,  and  between  Wages 
and  Commodities, .  ate  each  governed  by  the  same  general  law 
of  Economics.      The  real  wages  of  the  labourer  will  always 
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incTtiase  when  the  demand  for  his  laboor  and  the  ratio  of  the 
quantity  of  the  produce  to  laboorers  increases ;  and  they  will 
dimini^  when  labourers  increase  faster  than  the  demand  for 
them,  and  the  quantity  of  produce;  and  the  only  thing  is  to 
observe  bow  this  law  acts  in  any  particular  cases. 

68.  We  must  now  bring  this  long  chapter  to  an  end,  not 
because  its  applications  are  exhausted,  but  rather,  on  the  contrary, 
because  they  are  so  extensive  and  various,  that  to  exhaust  them 
would  be  &r  too  long  for  a  general  elementary  treatise  such  as 
this.  Having  set  forth  the  general  principles  which  can  be  shewn 
to  af^ly  to  all  cases,  the  further  application  of  these  general 
principles  must  be  left  to  those  who  care  to  pursue  the  subject  more 
minutely  and  exhaustively.  We  may  simply  remark  that,  as  of 
everything  else.  Demand  is  the  sole  cause  of  the  value  of  labour, 
and  of  its  produce.  It  is  Demand  only  which  causes  labour  and 
its  produce  to  be  Wealth.  In  recent  times  far  too  much  attention 
has  been  given  to  the  Producer,  and  far  too  little  to  the  Consumer. 
Working  men  are  constantly  in  the  habit  of  proclaiming  them- 
selves to  be  the  creators  of  all  Wealth.  But  working  men  are 
not  the  creators  of  all  Wealth.  Was  it  working  men  who  created 
com,  or  made  it  grow  ?  Did  working  men  create  cattle  and  all 
sorts  of  flocks?  Did  working  men  ever  create  any  material 
substance  whatever?  Did  they  create  the  stone  of  which  palaces 
are  built?  Did  working  men  create  the  great  sciences  which  have 
done  so  much  for  mankind,  and  by  which  so  much  of  their  labour 
is  directed?  Did  they  create  the  land?  Did  they  create  the 
skill,  the  foresight,  and  the  Credit,  by  means  of  which  modem 
commerce  is  carried  on?  They  did  none  of  these  things.  They 
bring  nothing  but  their  labour  to  transform  and  transport  the 
materials  furnished  by  nature,  to  supply  the  wants  of  others.  And 
whatever  they  may  do,  it  is  not  their  labour  which  constitutes  a 
tiling  wealth,  but  the  demand  of  the  Consumer.  The  Producer 
and  the  Consumer  are  both  indispensably  necessary  to  each  other ; 
and  it  is  only  by  their  joint  action  that  anything  is  wealth. 
Wealth,  says  Arthur  Young  most  truly,  consists  in  circulation  and 
eonsumpHon,  Of  what  use  would  it  be  for  working  men  to  build 
miles  of  palaces  if  nobody  wanted  to  live  in  them  ?  Or  to  grow 
com  and  bake  bread,  if  there  were  no  consumers  to  eat  it  ?  Or  to 
make  furniture,  clothes,  or  watches,  if  there  were  no  one  to  buy 
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them  ?  At  every  turn  this  tmth  meets  ns,  that  it  is  not  the 
Labonr  of  the  pn)dncer  which  constitutes  a  thing  Wealthy  but  the 
Demand  of  the  Consmner. 

Nothing  can  be  more  suicidal  than  ihe  cry  against  rich  men 
which  so  many  wild  Socialists  and  Communists  have  raised. 
Where  would  working  men  be  without  rich  men  ?  If  a  man  has 
not  wealth  himself^  but  only  his  labour  to  sell,  what  is  most  to  his 
advantage  ?  Why,  of  course,  that  there  should  be  as  many  rich 
men  as  possible  to  compete  for  his  labour.  If  a  man  has  nothing 
but  his  labour  to  sell,  does  he  go  to  a  multitude  of  paupers  like 
himself,  who  cannot  buy  it,  or  does  he  seek  a  concourse  of  rkh 
men  who  will  compete  for  it  ?  Nothing  can  be  more  fatal  than 
the  cry  against  Capital  so  often  unthinkingly  uttered.  How  could 
working  men  exist  without  capital  ?  A  capitalist  is  a  man  whose 
business  it  is  to  rack  his  brains  to  provide  work  for  working  men, 
and  to  give  them  their  reward  before  he  can  get  any  for  himself; 
and  often,  indeed,  he  gives  them  a  reward  and  gets  none  for 
himself.  If  any  one  Mishes  to  see  the  effect  of  a  destruction  of 
capital  let  him  observe  the  consequences  to  working  men  of  a 
great  commercial  crisis  like  that  which  has  recently  taken  place  in 
the  United  States,  where  an  enormous  amount  of  Credit,  which 
served  as  wages  for  working  men,  has  been  annihilated.  Working 
men  can  no  more  do  without  capital  than  capital  can  do  without 
them ;  and  it  is  for  their  interest  that  capital  should  increase  and 
multiply  as  much  as  possible  to  compete  for  their  labour.  When 
working  men  complain  of  the  tyranny  of  capital,  and  the  low 
price  of  their  labour,  it  is  not  the  tyranny  of  capital  which  is  their 
enemy,  but  the  tyranny  of  their  own  excessive  numbers.  Their 
interest  is  to  multiply  their  "  tyrants "  and  diminish  their  own 
numbers.  What  they  really  want  is  more  capitalists,  more  rich 
men,  and  fewer  working  men.  However,  we  are  happy  to  think 
that  working  men  in  this  country  are  touched  to  a  comparatively 
small  extent  with  the  insane  phrenzy  of  the  continental  Socialists 
and  Communists,  whose  object  is  to  destroy  all  capital  and  rich 
men.  Their  struggle  in  the  main  is  only  to  obtain  what  they 
consider  a  fair  division  of  the  fund  which  provides  both  wages 
and  profits.  We  shall  in  a  subsequent  chapter  have  to  consider 
the  various  methods  proposed  to  attain  that  object 


CHAPTER  XIV. 


ON  RIGHTS,  OR  INCORPOREAL  WEALTH. 

1.  We  now  come  to  that  part  of  Economics  in  which  Econo- 
mists have  hitherto  feiled  more  completely  than  in  any  other, 
from  their  want  of  knowledge  of  the  most  elementary  principles 
of  the  Law  of  Property.  We  have  now  to  deal  with  the  third 
qpecies  of  Economic  Quantities,  Products,  Serrices  and  Rights  ; 
or  as  they  may  be  otherwise  symbolised  by  Money,  Labour,  and 
Cbedit. 

The  first  modem  Economists  said  that  all  exchanges  are  of 
Products  against  Products.  This  is  evidently  incomplete,  because 
in  the  very  rudest  state  of  society  men  perform  services  and 
receive  some  remuneration  for  them. 

Beocaria  said  that  aU  exchanges  are  of  products  against 
products;  products  against  services;  and  of  services  against 
services:  and  Bastiat  sought  to  correct  the  first  rude  notions 
of  the  Physiocrates  by  saying  that  all  exchanges  are  of  labour 
against  labour. 

But  such  an  idea  of  Economics,  though  somewhat  in  advance 
of  the  first,  is  only  suitable  to  the  lowest  state  of  society  like  that 
of  Australian  savages.  As  soon  as  ever  a  certain  degree  of 
civilisation  commences,  a  third  species  of  Economic  Quantities  is 
created,  namely.  Rights,  abstract  Rights  not  associated  with  any 
Bped&c  thing  or  service.  And  this  species  of  Rights  in  a  com- 
mercial country  like  England  &r  exceeds  in  magnitude  the  other 
two  species  of  Economic  Quantities. 

With  the  first  Debt  that  was  created  among  men,  a  new  species 
of  Property  sprang  into  existence :  and  when  this  Proper^  was 
made  saleable,  a  new  species  of  Wealth  was  created,  which  has 
produced  greater  effects  on  the  fortunes  of  mankind  than  any 
other. 

So  few  remains  of  Greek  Law  and  jurisprudence  have  come 
down  to  us  that  we  cannot  say  whether  they  recognised  the  exist- 
ence of  Incorporeal  Property,  or  had  any  special  name  for  it. 

There  are  several  divisions  of  Property  in  use  among  jurists, 
such  as  immoveable  and  moveable,  or,  as  they  are  frequently 
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called^  real  and  personal :  bnt  the  one  most  suitable  for  Economics 
is  that  given  in  Eoman  Law^ — "  Moreover,  some  kinds  of  pro- 
perty (res)  are  corporeal,  and  others  Incorporeal.  Corporeal 
Property  consists  of  those  things  which  can  by  nature  be  touched, 
as  land,  a  slave,  clothes,  gold,  silver,  and  innumerable  other 
things. 

'*  Incorporeal  Property  is  that  which  cannot  be  touched,  such  as 
those  things  which  consist  in  a  mere  Right,  such  as  an  inheri- 
tance, a  usufruct,  a  usage,  and  obHgations  in  whatever  mode 
contracted.  And  it  makes  no  difference  that  corporeal  things  are 
included  in  an  inheritance,  because  also  the  fruits  from  land  are 
corporeal :  so  also  what  is  due  to  us  on  an  obligation  is  usually 
corporeal;  such  as  land,  a  slave,  or  money;  but  the  Sight  of 
inheritance  itself,  the  Bight  of  enjoyment,  and  the  Biqet  of 
the  obligation,  are  Incorporeal." 

Now,  "  Res  "  in  Roman  Law  comprehends  everything  of  what- 
ever nature  it  may  be,  which  can  be  the  subject  matter  of  a 
Bight. 

And  these  Bights  are  repeatedly  declared  to  be  Wsalth  in 
Boman  Law,  thus — 

Digest,  50,  16,  23 — "  Under  the  name  of  wealth  (ref)  causes 
and  Bights  are  included." 

Digest,  50,  16,  19 — '*  Bights  of  action  are  also  properly  in- 
cluded under  *  goods '  (banisy 

Digest,  50,  16,  222— "Under  the  name  of  Wealth  {Pecunia) 
not  only  ready  money,  but  all  Property  {res),  both  immoveable 
and  moveable,  both  corporeal  and  Bights  {jura)  are  included." 

So  Ulpian,  Lib.  43  ad  Edict. — "  We  are  accustomed  to  buy  and 
sell  debts  payable  on  a  certain  event,  or  on  a  certain  day.  For 
that  is  wealth  {res)  which  may  be  bought  and  sold." 

Thus  saleable  Bights  of  all  kinds  are  expressly  included  under 
the  terms  "  Pemnia^  "  i&«,"  "  B<ma,''  in  Boman  Law.  Though, 
as  we  shall  shortly  shew,  there  is  an  immensely  greater  variety  of 
saleable  Bights  created  under  modern  civilisation  than  existed  in 
Boman  Law. 

So  also  the  word  merx,  merchandise,  included  any  object  which 
could  be  transferred  from  the  seller  to  the  buyer,  which  was 
capable  of  being  freely  bought  and  sold.  "  It  might  be  either 
immoveable  or  moveable,  corporeal  or  incorporeal,  existent  or 

1  QidtUy  //.,  12—14.    Jtist.  Inatitut.,  IL,  2.    Dig,,  /.,  8. 
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non-ezisteiit>  oertain  or  uncertain,  a  hoiBe,  a  Right  of  action^ 
Bervitade,  or  thing  to  be  acquired,  or  the  acquisition  whereof 
depends  on  chance."^ 

And  the  same  is  true  in  every  system  of  Law.  In  French  Law 
the  words  "  hiens  "  and  "  chosea  "  include  everything  which  can  be 
the  subject  of  a  right,  which  can  be  bought  and  sold. 

It  is  predsely  the  salne  in  English  Law.  Saleable  Rights  of  all 
kinds  are  expressly  included  under  the  words  "  goods  and  chattels  " 
or  ''  effects  "  in  an  Act  of  Parliament  ;^  or  in  a  will,  unless  there 
be  words  to  negative  such  an  inference  ;^  and  in  the  clause  of 
"reputed  ownership"  in  bankruptcy.* 

When,  therefore,  it  is  clearly  understood  that  a  saleable  Bight 
— and  we  say  saleable  to  distinguish  it  from  a  mere  moral  or 
titular  right — ^is  a  commodity,  merchandise,  wealth,  or  an  Econo- 
mic Quantity,  which  may  be  valued,  bought,  and  sold,  precisely 
like  80  much  land,  or  a  house,  clothes,  com,  cattle,  or  money,  the 
whole  subject  of  modem  commerce  can  be  made  simple  and 
intelligible. 

In  &ct,  most  of  the  difficulty  has  been  created  by  the  erroneoua 
ideas  of  Value  propagated  by  so  many  modem  writers,  that  it  is 
the  Quantity  of  Labour  employed  in  producing  something: 
whereas  when  we  firmly  grasp  the  conception  that  the  Value  of  a 
thing  is  anything  eke,  of  whatever  nature,  it  will  exchange  for,  the 
whole  obscurity  and  confusion  is  cleared  up.  Because  it  is  the  price 
paid  for  the  Bight  which  is  its  value ;  just  as  the  value  of  com, 
clothes,  or  a  watch,  is  the  price  paid  for  them :  so  if  a  Bight  will 
sell  for  £10,  and  so  much  com,  clothes,  or  a  watch  will  also  sell 
for  £10,  the  value  of  all  these  things  is  equaL 

We  have  already  pointed  out  that  the  tme  meaning  of  the 
word  Property  is  not  a  thing,  but  a  Bight  to  something,  and  it  is 
invariably  used  in  this  sense  by  our  older  writers.  Thus  grand 
old  Wycliffe  says — "  They  made  Property  of  ghostly  goods,  where 
no  Property  may  be ;  and  professed  to  have  no  Property  in  worldly 
goods,  where  alone  Property  is  lawfcd." 

1  CcHquhoun.    A  Summary  of  the  Roman  Civil  Law,  §  1638. 

9  Blade  r.  Morley,  4  Co.  B.,  92  b.  Ford^e  ease,  12  Co.  B.  1.  Claftm'^ 
ease,  Lytt.  86.     JHyal  r.  RowUa,  1  Ves.  sen.,  848. 

S  Anon.,  1  P.  Wms.,  267.  Campbell  v.  Preecott,  15  Ves.  600.  Kendall  v. 
Kendall,  4  Bom.  C.C,  860.    Parker  v.  Marchant,  1  1.  &  CoU.  C.C,  290. 

*  Ryal  T.  Bowles,  1  Ves.  sen.,  348.  ColviUe  ex  parte,  Mont.  CJ3.,  IIQ. 
Betchsr  ▼.  Campbdly  8  Q.  B.  1. 
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It  has  cansed  immenBe  conftLBion,  using  the  word  Property 
sometimes  to  mean  the  goods^  and  sometimes  the  Right  to  goods. 
It  would  be  jnst  as  rational  to  call  goods  *'  ownership  "  as  to  call 
them  "  property." 

Once  for  all,  we  invariably  use  the  word  Property,  not  to  mean 
goods,  but  the  exdusive  Bight  to  use  them:  and  when  we  ex- 
change goods  such  as  com  and  wine,  we  exchange  the  Right  to 
use  them  in  any  way  we  please.  To  create  a  Property  is  simply 
to  create  an  exclusive  Right;  and  when  these  Rights  are  made 
saleable,  they  are  technically  termed  Wealth.  And  thus  when  we 
see  that  Rights  can  be  created,  sold  or  exchanged,  and  annihilated, 
we  see  that  Wealth  can  be  created  and  annihilated. 

The  distinguished  French  jurist.  Ortolan,  observes  that  juris- 
prudence has  nothing  to  do  with  things,  but  only  with  Rights  to 
things.  Thus  when  a  person  has  damaged  any  goods  belonging  to 
another  person,  it  is  not  for  the  actual  damage  done  to  the  goods 
that  an  action  lies ;  but  for  the  injury  done  to  the  person :  that 
is,  for  the  infringement  of  his  legal  right  (injuria)  to  the  enjoy- 
ment and  use  of  the  goods.  If  the  goods  belong  to  no  person 
there  is  no  injury,  and  no  right  of  action. 

It  is  precisely  the  same  in  Economics :  it  has  nothing  to  do 
with  the  material  substances,  but  only  with  the  Rights  to  them : 
and  with  the  exchanges  of  these  Rights.  And  the  object  of  the 
Science  of  Economics  is  to  investigate  the  laws  which  govern  the 
proportions  in  which  they  will  exchange  for  each  other. 

Neither  to  grow  com,  nor  to  manufEicture  it,  nor  to  eat  it,  is  an 
Economic  phenomenon  ;  but  only  to  exchange  it.  Neither  is  it 
an  Economic  phenomenon  to  present  a  gift  to  a  man  :  nor  to  take 
away  anything  from  him  :  but  only  to  buy  and  sell  with  him. 

And  when  this  is  clearly  understood,  that  Property,  or  Wealth, 
is  not  the  material  solid  substance,  but  only  the  Right  to  it,  we 
find  that  the  difficulty  of  the  Physiocrates,  who  maintained  that 
all  wealth  comes  from  the  earth  and  must  be  material,  because 
Nothing  can  come  from  Nothing y  and  man  can  create  nothing, 
vanishes. 

No  one  says  that  man  can  create  a  single  particle  of  solid 
matter :  but  every  one  knows  that  man  can  create,  transfer,  and 
annihilate  Rights  to  matter. 

Let  us  imagine  that  Robinson  Crusoe  had  found  a  help-meet 
for  himself  in  his  island :  and  a  little  family  of  Grusoes  grew  up. 
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Now^  as  tibe  whole  island  belonged  to  Crusoe^  this  was  his  domin- 
ion; the  whole  Bight  centred  in  him.  As  long  as  his  funily 
were  young  they  would  live  in  common :  each  would  help  so  far 
as  he  could  in  obtaining  food  and  sustenance:  one,  perhaps^ 
would  plough  the  land:  another  would  tend  flocks  and  herds: 
another  would  take  to  hunting:  another  to  fishing;  according 
to  the  bent  of  their  inclinations.  They  would  naturally  bring 
what  they  got  into  the  common  stocky  and  all  share  together  each 
kind  of  produce.  But  as  they  grew  up^  Crusoe  pire  would 
probably  observe  that  their  talents  and  dispositions  were  different^ 
one  would  prefer  agriculture :  another  pasture :  another  hunting: 
another  the  sea.  He  would  probably  perceive  that  it  would  con- 
duce to  the  future  harmony  of  his  family  if  he  were  to  divide  his 
domain  according  to  the  natural  bent  of  his  sons'  inclinations. 
He  would  appropriate  the  flat  alluvial  lands  to  the  agriculturist : 
he  would  give  the  natural  pasture  to  the  one  who  preferred  flocks 
and  herds  :  he  would  give  the  mountainous  parts  to  the  huntsman: 
while  the  seaman  would  take  the  sea  as  his  domain.  Each  would 
have  the  exclusive  Bight  to  the  produce  of  his  own  industry  :  and 
instead  of  sharing  all  things  in  common^  they  would  exchange  their 
produce  in  such  proportions  as  they  might  agree  upon.  As  soon 
as  this  change  took  place,  there  was  the  creation  of  Property,  or 
exclusive  Bights  to  produce,  and  the  society  was  at  once  changed 
from  a  Communistic  or  Socialistic  state  to  an  Economical  state. 
Now,  here  Bobinson  did  not  create  the  material'  produce  :  but  he 
created  the  exclusive  Bights  to  it :  and  as  it  is  these  exclusive  Bights 
which  are  technically  termed  Wealth,  he  thus  created  Wealth. 

The  doctrine  of  the  Physiocrates  that  the  earth  is  the  sole  source 
of  wealth,  and  the  difficulty  they  made  in  admitting  Labour,  and 
Credit  to  be  wealth,  is  precisely  that  which  has  divided  the  Spirit- 
ualists and  the  Materialists  for  thousands  of  years.  So  far  as  we 
know,  Eapila  originated  the  Materialistic  philosophy,  and  invented 
the  dogma  that  Nothing  can  come  from  Nothing,  to  disprove  the 
existence  of  a  Deity.  This  dogma  has  been  repeated  by  innumer- 
able philosophers,  Leucippus,  Anaxagoras,Parmenides,  Democritus, 
Epicurus,  Lucretius,  and  scores  of  others. 

But  this  dogma,  which  the  Physiocrates  so  constantly  used  to 
prove  that  all  wealth  is  material,  concerns  us  not.  It  may  be  true, 
or  it  may  not,  for  all  that  we  care.  We  neither  affirm  it  nor  deny 
it :  and  when  it  confronts  us,  when  we  say  that  wealth  may  be 
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immaterial  and  incorporeal^  we  simply  turn  its  flank  by  a  very 
obvions  strategic  movement.  We  say  that  we  are  not  concerned 
with  any  material  thing  at  all^  bnt  only  with  Bights  to  them. 
Some  philosophers  deny  the  existence  of  a  Deity ;  other  philosophers 
deny  the  existence  of  matter :  bnt  we  ventnre  to  suppose  that  no 
sect  of  philosophers  will  ever  have  the  hardihood  to  deny  that  men 
can  create^  sell  or  exchange^  and  annihilate  Rights. 

Shades  of  Eapila,  Lencippns,  Anaxagoras,  Democritns^  Par- 
menideSy  Epicoms^  Lncretins,  Berkeley^  Eant^  Physical  philoso- 
phersy  Physiocrates,  we  salute  yon,  and  leave  you  to  settle  your 
dogmas  and  your  quarrels  among  yourselves — they  concern  us  not 
— ^we  simply  pass  on  our  way,  heedless  of  your  perennial  war  of 
words.    Gentle  reader, 

**  Non  ragionar  di  lor,  ma  goarda  e  paBsa.** 

We  have  now  done  for  ever  with  these  silly  squabbles. 

2.  We  will  now  shew  that  not  only  all  Jurists  declare  these 
Bights  to  be  wealth,  but  also  all  Economists  since  the  Physiocrates. 

Thus  Smith,  who  begins  by  filling  his  readers'  minds  with  the 
idea  that  all  wealth  is  the  *^  annual  produce  of  land  and  labour," 
besides  acknowledging  that  **  natural  and  acquired  abilities  "  are 
wealth  and  fixed  capital,  under  the  head  of  circulating  Capital 
expressly  enumerates  Bank  Notes,  Bills,  &c.,  which  are  mere 
Bights,  or  Credit. 

He  says  that  circulating  Capital  consists^ — ^^ First,  of  the 
money  by  means  of  which  all  the  other  three  are  circulated  and 
distributed  to  their  proper  consumers." 

He  afterwards  calls  money  the  "  great  instrument  of  commerce," 
the  "  great  wheel  of  circulation,"  which  latter  expression  towards 
the  end  of  the  last  century  became  common  as  the  *^  circulating 
medium." 

Now  under  the  term  money,  he  expressly  includes  "paper 
money,"  and  says  that  circulation  comes  to  be  carried  on  by  a  new 
wheel. — "  There  are  several  different  sorts  of  paper  money ;  but 
the  circulating  notes  of  banks  and  bankers  are  the  species  which 
are  best  known,  and  which  seem  best  adapted  for  the  purpose." 

It  is  to  be  observed  that  what  Smith  calls  "  paper  money  "  we 
call  "  paper  currency ;"  because  money  is  restricted  to  that  which 
a  debtor  can  compel  a  creditor  to  take  in  payment  of  a  debt — i .  $., 

»   Wealth  qf  Nations,  B.  IL,  ck,  1. 
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l^al  tender.  Paper  money  is  inconvertible  paper  currency.  But 
ordinary  bank  notes  are  paper  currency,  because  they  are  subject  to 
tke  same  principle  of  transfer  as  money,  t.  e.,  the  property  passes 
with  the  honest  possession :  and  they  are  also  "  ciroolating  medium," 
•*  the  wheel  of  circulation/'  because  the  circulation  of  conunodities 
18  effected  by  their  means  exactly  in  the  same  way  as  by  money. 

Smith  says^ — *^  When  the  people  of  any  particular  country  have 
tmdi  confidence  in  the  fortune,  probity,  and  prudence  of  a  particu- 
lar banker  as  to  believe  that  he  is  always  ready  to  pay  upon 
demand  such  of  his  promissory  notes  as  are  likely  to  be  at  any 
time  presented  to  him ;  these  notes  come  to  have  the  same  cur- 
rency as  gold  and  silver  money,  from  the  confidence  that  such 
money  can  at  any  time  be  had  for  them. 

^A  particular  banker  lends  among  his  customers  his  own 
promissory  notes,  to  the  extent,  we  shall  suppose,  of  a  hundred 
thousand  pounds.  As  those  notes  serve  all  the  purposes  of  money, 
his  debtors  pay  him  the  same  interest  as  if  he  had  lent  them  so 
much  money.  This  interest  is  the  source  of  his  gain.  Though 
some  of  those  notes  are  continually  coming  back  upon  him  for 
payment,  part  of  them  continue  to  circulate  for  months  and  years 
together.  Though  he  has  generally  in  circulation,  therefore, 
notes  to  the  extent  of  a  hundred  thousand  pounds,  twenty 
thousand  pounds  in  gold  and  silver  may  frequently  be  a  sufficient 
provision  for  answering  occasional  demands.  By  this  operation, 
therefore,  twenty  thousand  pounds  in  gold  and  silver  perform  all 
the  functions  which  a  hundred  thousand  could  otherwise  have 
performed." 

Hence  as  these  notes,  which  are  mere  Credit,  produce  exactly 
the  same  profit  to  the  banker  as  if  they  were  gold,  they  are 
evidently  Capital  to  him  just  as  if  they  were  gold :  and  as  their 
effects  on  the  produce  and  industry  of  the  country  are  exactly  the 
same  as  if  they  were  gold,  they  are  evidently  Capital  to  the 
country,  just  as  so  much  gold. 

**Let  us  suppose,  for  example,  that  the  whole  circulating  money 
ct  some  particular  country  amounted  at  a  particular  time  to  one 
minion  sterling,  that  sum  being  then  sufficient  for  circulating  the 
whole  annual  produce  of  their  land  and  labour.  Let  us  suppose, 
loo,  that  some  time  thereafter,  different  banks  and  bankers  issued 
promissory  notes  payable  to  the  bearer,  to  the  extent  of  one 
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million,  reserying  in  their  different  coffers  two  hundred  thousand 
pounds  for  answering  occasional  demands.  There  would  remain, 
therefore,  in  circulation  eight  hundred  thousand  pounds  in  gold 
and  silver,  and  a  million  of  bank  notes,  or  eighteen  hundred 
thousand  pounds  of  paper  and  money  together."  Thus  we  see 
that  Smith  places  these  Notes,  mere  abstract  Eights,  pure  Credit, 
exactly  on  the  same  footing,  and  the  same  value,  as  so  much  gold 
and  sUver. 

Smith  sometimes  supposes  that  Bank  Notes  are  only  issued  to 
supersede  existing  specie.  That  no  doubt  is  sometimes  done  ;  but 
we  have  shewn  that  it  is  a  greiat  error  to  suppose  that  that  is 
always  the  case.  Bank  Notes  may  be  multiplied  on  a  given  basis 
of  bullion,  where  there  was  no  specie  before.  If  with  an  existing 
amount  of  specie  of  £100,000,  £80,000  in  specie  may  be  with- 
drawn and  £80,000  in  paper  substituted,  leaving  that  £80,000  in 
specie  &ee  to  be  exported  for  the  purposes  of  foreign  trade,  it  is 
quite  evident  that  on  an  existing  basis  of  £20,000  in  specie, 
a  paper  currency  of  £80,000  may  be  built  up  equally  well, 
vovided  occupation  can  be  found  for  it,  as  we  have  exemplified 
in  Scotch  banking ;  and,  in  fact,  in  English  banking.  Notes  were 
multiplied  on  an  existing  basis  of  specie,  and  were  not  issued  in 
substitution  for  it. 

8.  Smith  goes  on — "  It  is  chiefly  by  discounting  Bills  of 
Exchange,  that  is,  by  advancing  money  upon  them  before  they  are 
due,  that  the  greater  part  of  banks  and  bankers  issue  their 

promissory  notes The  banker  who  advances  to  the 

merchant  whose  bills  he  discounts,  not  gold  and  silver,  but  his 
own  promissory  notes,  has  the  advantage  of  being  able  to  discount 
to  a  greater  amount  by  the  whole  value  of  his  promissory  notes 
which  he  finds  by  experience  are  commonly  in  circulation.  He  is 
thereby  enabled  to  make  his  clear  gain  of  interest  on  so  much  a 
larger  sum'^ 

Here  Smith  clearly  admits  that  Notes  may  be  issued,  not  only 
in  substitution  for  existing  specie,  but  in  addition  to  it,  and 
consequently  that  is  an  increase  of  Capital. 

And  we  may  cite — "  The  banks  when  their  customers  apply  to 
them  for  money,  generally  advance  it  to  them  in  their  own 
promissory  notes.  These  the  merchants  pay  away  to  the  manu- 
facturers for  goods  the  manufacturers  to  farmers  for  materials  and 
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provisions  [and  to  their  own  workpeople  for  wages],  the  farmers 
to  their  landlords  for  rent,  the  landlords  repay  them  to  the  mer- 
chants for  the  conveniences  and  luxuries  with  which  they  supply 
them,  and  the  merchants  again  return  them  to  the  banks,  in  order 
to  balance  their  cash  accounts,  or  to  replace  what  they  may  have 
borrowed  of  them:  and  thus  almost  the  whole  money  business 
of  the  country  is  transacted  by  means  of  them."  Thus  we  see 
that  as  Smith  expressly  includes  under  circulating  Capital  the 
money  by  which  goods  and  oonmiodities  are  circulated  and  dis- 
tributed to  their  proper  consumers,  and  he  calls  these  promissory 
notes,  money,  and  shews  how  they  circulate  commodities,  he 
manifestly  affirms  that  these  Notes,  or  Credit,  are  circulating 
Capital. 

These  extracts  are  quite  sufficient  to  prove  what  we  wished  to 
shew,  that  Smith  clearly  admits  that  abstract  Rights  are  wealth, 
and  that  Credit  is  Capital. 

Now,  of  course,  these  Rights,  or  Credit,  are  only  a  type  of  all 
saleable  Rights;  so  that  Smith,  notwithstanding  his  supposed 
doctrine  that  all  Wealth  is  the  "produce  of  laud  and  labour," 
expressly  admits  Incorporeal  Property  to  be  "Wealth,  and  thus  he 
is  obliged  to  recognise  the  three  species  of  wealth.  Money,  Labour, 
and  Credit,  exactly  as  had  been  done  in  ancient  times. 

4.  J.  B.  Say  recognises  exactly  the  same  three  forms  of 
wealth.  He  says^ — "  The  exclusive  possession  which  in  the  midst 
of  a  number  of  men,  clearly  distinguishes  the  property  of  one 
person  fix)m  the  property  of  another  person,  causes,  in  common 
usage,  this  sort  of  goods  (hiens)  to  be  the  only  one  to  which  the 
name  of  wealth  is  given.  And  for  that  reason  are  included  in  it 
.  .  .  money,  instruments  of  credit  {litres  de  creance)  and  the 
public  fands,  &c."  And  he  elsewhere  says  that  the  name  of 
Wealth  is  applied  to  all  property  {hiens)  which  have  a  value  in 
exchange,^  and  also  that  the  words  include  "  effeh  de  commerce^^ 
which  are  Bills  of  Exchange,  and  Notes  of  all  kinds. 

He  also  says' — "This  is  why  immediately  that  this  value 
resides  in  the  objects  employed  in  a  productive  operation,  I  call  it 
a  Capital,  whatever  be  the  form  of  the  objects  in  which  it  resides," 
and — ^"  These  capital  values  may  consist  of  the  public  funds, 
commercial  paper,  coffee,  or  any  other  merchandise." 

*  Ccun  cTHconomie  Politique^  Part  /.,  ch,  1.   • 
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Hence  Say  expressly  classes  Credit  nnder  the  title  of  wealth. 

Afterwards,  in  speaking  more  particularly  of  Paper  Currency, 
he  says^ — ^'  It  is  this  power  of  purchasing  that  I  call  its  value : 
and  experience  shews  that  it  is  possible  to  give  to  Paper  Currency 
this  value,  and  a  value  even  equal  to  that  of  the  metal,  which 
it  replaces,  without  representing." 

And  afterwards  ^ — ^^  We  can  give  a  Note  exactly  the  same  value 
as  a  sum  of  money,  in  giving  the  bearer  the  right  to  demand  the 
sum,  in  such  a  way  as  to  reUeve  him  of  all  anxiety  as  to  its 
payment ;  it  is  thus  that  a  Bank  Note  may  circulate  ten  years 
preserving  the  value  of  a  thousand,  francs,  without  being  paid, 
only  because  the  bearer  beUeves  he  can  have  it  paid  at  any 
moment  he  pleases.  .  .  .  Tou  see  that  all  the  useful  qualitieB 
of  money  can  be  found  in  a  representative  sign  which  has  no 
value  in  itself  [nothing  has  any  value  in  itself],  and  draws  from 
money  itself  all  the  advantages  which  it  has." 

He  also  says^ — ^*  Bills  of  exchange  are  obUgations  contracted  to 
be  paid  at  another  time  or  another  place. 

^^  The  right  attached  to  this  order  (although  its  value  is  not 
demandable  at  the  time  and  place),  nevertheless,  gives  it  a  Present 
Value  more  or  less  great.  Thus  a  bill  for  100  francs  payable  at 
Paris  after  two  months,  can  be  negociated  or  sold  for  the  price  of 
99  francs.  So  the  present  value  of  a  bill  on  Marseilles  for  a  similar 
time  is  perhaps  98  francs  at  Paris. 

"  Hence  the  bill,  in  virtue  of  its  future  value,  has  Present  Value, 
and  can  be  employed  instead  of  money  in  every  species  of  purchase, 
so  that  the  greater  part  of  the  great  transactions  in  commerce  are 
effected  by  bills  of  exchange." 

Again  he  says* — "  If  bank  notes  could  completely  replace  specie 
it  is  evident  that  a  bank  of  issue  truly  augments  the  sum  of  national 
wealth.  .  .  .  We  must  not,  however,  imagine  that  the  value 
withdrawn  from  the  amount  of  specie  and  added  to  the  amount  of 
capital  merchandise  is  equal  to  the  amount  of  notes  in  circulation. 
These  only  represent  money  when  they  are  payable  on  demand, 
and  for  that  purpose  the  bank  is  obliged  to  keep  in  its  coffers,  and 
therefore  to  withdraw  from  circulation,  a  certain  sum  of  money. 
If,  suppose,  it  issues  one  hundred  millions  of  notes,  it  withdraws, 

>  Caurs  cTEoonomie  FloUtique,  Fart  III,^  ek,  16. 
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S  i,5.]  MILL   ON  CREDIT.  211 

perhapBy  40  millions  in  specie,  which  it  keeps  to  pay  any  notes  that 
may  be  demanded.  If,  therefore,  it  adds  100  millions  to  the 
drcolation  and  withdraws  40  millions,  it  is  as  if  it  adds  only  60 
millions. 

*^  We  now  wish  to  know  what  class  of  society  enjoys  the  nse  of 
this  NEW  CAPrrAL." 

After  these  extracts  from  Say,  shewing  as  clearly  as  language 
can  do,  that  he  expressly  classes  Credit  as  Wealth  and  Capital,  and 
that  Bank  Notes  are  an  increase  of  circulating  Capital,  will  it  be 
believed  that  Say  is  the  author  of  the  siUy  sarcasm  that  those 
who  say  that  Credit  is  Capital  say  that  the  same  thing  can  be  in 
two  places  at  once  ! ! 

The  cause  of  the  blunder  and  the  confusion  is  clear.  In  the 
extracts  we  have  given  above.  Say  considers  the  Right  to  be  the 
Credit,  and  to  be  capable  of  circulating  and  producing  all  the 
effects  of  money,  and  therefore  to  be  Capital,  in  the  same  way  that 
money  is. 

In  the  other  extract  he  considers  the  Credit  to  be  the  thing  lent: 
and  then  he  says,  how  can  the  same  thing  be  in  two  places  at  once, 
and  used  by  two  people  at  once  ?  Of  course  nobody  says  that  the 
same  thing  can  be  in  two  places  at  once.  For  the  Credit  is  not  the 
Omig  lent,  but  the  Right  to  demand  payment,  which  is  created  in 
exchange  for  the  thing  lent :  and  this  Right  may  be  bought  and 
acAd,  and  perform  all  the  functions  of  money,  as  Say  himself  explains. 

Thos  we  see  that  Say's  famous  apothegm  "  that  to  say  that 
Credit  is  Capital  is  to  say  that  the  same  thing  can  be  in  two  places 
at  once,"  proceeds  entirely  from  his  own  confused  and  contradictory 
notions  of  what  Credit  is. 

But  we  have  shewn  that  Say  recognises  the  same  three  forms  of 
wealth  as  the  ancient  writers  and  Smith. 

5.  We  shall  find  exactly  the  same  recognition  of  the  three  forms 
of  wealth,  and  the  same  confusion  and  contradiction,  in  Mill. 

Mill  commences  by  saying  that  Wealth  is  anything  which  has 
pnrchasing  power,  which  is  the  true  definition,  and  in  itself  com- 
prehends all  the  three  species  of  wealth.  We  have  already  shewn 
in  the  preceding  chapter  that  after  beginning  with  this  general 
and  comprehensive  definition,  he  afterwards  restricts  the  term 
wealth  to  material  wealth  only,  but  side  by  side  with  this  restriction 
he  admits  that "  skill,"  **  energy,"  *'  perseverance,"  and  "  acquired 

p  2 


212  PBINCIPLES   OF   ECdteOMICS.  Chap.  XIV, 


capacities  "  are  wealthy — a  most  flagrant  contradiction,  unless  skilly 
energy,  perseverance,  and  acquired  capacities  are  material  and 
extracted  from  the  globe. 

Then  Mill  says^ — "For  Credit,  though  it  is  not  productive 
power,  is  purchasing  power."  .  .  "  The  credit  which  we  are 
now  called  upon  to  consider,  as  a  distinct  purchasing  power." 

"  The  amount  of  purchasing  power  which  a  person  can  exercise 
is  composed  of  all  the  money  in  his  possession,  or  due  to  him 
[which  is  Credit],  and  of  all  his  Credit." 

"  Credit,  in  short,  has  exactly  the  same  purchasing  power  with 
money." 

"  Credit  which  is  used  to  purchase  conmiodities  affects  prices  in 
the  same  manner  as  money.  Money  and  Credit  are  thus  exactly 
on  a  par  in  their  effect  on  prices,"  and  many  other  passages  too 
numerous  to  cite. 

We  have  thus  shewn  that  Mill  says  that  Wealth  is  anything 
which  has  purchasing  power — ^that  is  the  major  premiss.  He  then 
says  that  Credit  is  purchasing  power — that  is  the  minor.  Hence 
the  inference  necessarily  is,  that  Credit  is  Wealth  ;  and  if  any  one 
can  escape  from  this  syllogism.  Logic  is  moonshine. 

Mill  again  says — "  A  third  form  in  which  Credit  is  employed 
as  a  substitute  for  currency  is  that  of  promissory  notes." — "A  fourth 
form  of  making  Credit  answer  the  purposes  of  money,,  by  which, 
when  carried  far  enough,  money  may  be  very  completely  super- 
seded, consists  in  making  payments  by  cheques  " — "  the  banker's 
credit  with  the  public  at  large  coined  into  notes,  as  bullion  is 
coined  into  pieces  of  money  to  make  it  portable  and  divisible,  is  so 
much  purchasing  power^superadded." — "Since  then  Credit  in  the 
form  of  bank  notes." 

Thus  Mill  distinctly  says  that  bank  notes  are  Credit 

Then  he  says — "  And  an  order,  or  note  of  hand,  or  bill  payable 
at  sight,  for  an  ounce  of  gold,  while  the  credit  of  the  giver  is 
unimpaired,  is  worth  neither  more  nor  less  than  the  gold  itself" 
— "  there  are  other  things,  such  as  bank  notes,  bills  of  exchange, 
and  cheques,  which  circulate  as  money  and  perform  all  the 
functions  of  it." 

Thus  we  have  seen  that  Mill  says  that  Wealth  ia  anything  that 
has  purchasing  power ;  that  credit  is  purchasing  power  ;  therefore 
that  Credit  is  Wealth.      He  then  calls  Bank  Notes,  Cheques, 

>  Principles  qf  PoUtieal  Economy,  B,  III,,  ch,  11,  §  8. 
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and  Bills  Credit^  which  he  says  may  be  of  exactly  the  same  valne 
as  money,  and  perform  all  the  fdnctions  of  money,  and  therefore 
may  be  nsed  as  Capital,  among  them. 

Bnt  he  says — ^'  Although  the  productive  funds  of  the  country 
are  not  increased  by  credit." — *'  It  is  not  a  productive  power  in 
itself." — '^  Credit,  though  not  a  productive  power,  is  purchasing 
power." 

Hence  Mill  denies  that  Credit  is  productive.  But  under  Capital 
he  says^ — *^  Money  is  no  more  synonymous  with  capital  than  it  is 
with  wealth.  Money  cannot  in  itself  perform  any  part  of  the 
oflSce  of  capital  (?)  since  it  can  afford  no  assistance  to  pro- 
duction (  ?  ).  To  do  this  it  must  be  exchanged  for  other  things ; 
and  anything  which  is  susceptible  of  being  exchanged  for  other 
tilings  is  capable  of  contributing  to  production  in  the  same  degree." 

Now  here  Mill  admits  that  Bank  Notes,  or  Credit,  may  con- 
tribnte  to  production  exactly  in  the  same  way  that  money  does, 
because  they  can  be  exchanged  exactly  in  the  same  way  that 
money  is. 

Then  in  a  subsequent  chapter  he  says^  speaking  of  the  issue  of 
notes — ^*'They  have  the  use  of  twenty  millions  of  circulating 
medium  which  have  cost  them  only  the  expense  of  an  engraver's 
plate.  If  they  employ  this  accession  to  their  fortunes  as  Pbo- 
DUCrriVB  Capital,  the  produce  of  the  country  is  increased  and 
the  community  benefitted,  as  much  as  by  any  other  Capital  of 
equal  amount." — "When  paper  currency  is  supplied,  as  in  our 
own  country,  by  bankers  and  companies,  the  amount  is  almost 
wholly  turned  into  PRODtTCTiVE  Capital." — "  A  banker's  pro- 
fession being  that  of  a  money  lender  (!)  his  issue  of  notes  is  a 
simple  extension  of  his  ordinary  occupation.  He  lends  the  amount 
to  formers,  manufacturers,  or  dealers,  who  employ  it  in  their  several 
businesses.  So  employed,  it  yields,  like  any  other  Capital,  wages 
of  labour  and  profits  of  stock.  The  profit  is  shared  between  the 
banker,  who  receives  interest,  and  a  succession  of  borrowers, 
mostly  for  short  periods,  who,  after  paying  the  interest,  gain  a 
profit  in  addition,  or  a  convenience  equivalent  to  profit.  The 
capital  itself  in  the  long  run  becomes  entirely  wages,  and  when 
replaced  by  the  sale  of  the  produce  becomes  wages  again ;  thus 
aiFording  a  perpetual  fund  of  the  value  of  twenty  millions  for  the 
maintenance  of  productive  labour,   and  increasing    the  annual 
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produce  of  the  country  by  all  that  can  be  produced  through  the 
means  of  a  Capital  of  that  value." — "  Some  extensions  of  credit, 
especially  when  taking  place  in  the  form  of  bank  notes,  or  other 
instruments  of  exchange.  The  additional  bank  notes,  are,  in 
ordinary  course,  first  issued  to  producers  or  dealers,  to  be  em^ 
ployed  as  Capital." 

Now  was  there  ever  a  series  of  more  flagrant  self-contradictionB 
than  these  passages  from  Mill,  who  sneers  at  the  imbecility  of 
those  who  think  that  Credit.  i&  Capital,  and  points  out  to  them 
that  Credit  is  only  the  trcmsfer  of  Capital!!  f 

The  cause  of  Mill's  confdsion  and  contradiction  is  now  as  clear 
as  Say's.  Say  thought  ttie  Credit  is  the  thing  lent:  Mill  thinks, 
that  the  Credit  is  the  transfer  of  tlie  capitals  Both  of  these 
notions,  however,  are  manifestly  erroneous  ^  and  we  hope  thai  the 
foolish  sarcasm  of  Say  is  now  exterminated  for  ever  &om  Econo^ 
mics  :  and  that  it  is  plainly  understood  that  the  Credit  is  tiie 
Bight  to  the  future  payuuent,  which  may  be  bought  and  sold  like- 
any  other  commodity,  and  is  merchandise,  or  a  commodity  itself.. 
The  only  real  difficulty  in  the  question  is  to  ascertain  the  due* 
limits  of  Credit^  and  ttiese  we  have  fully  investigated  ia  &  former 
chapter. 

6.  Transferable  property,  therefore,  is  of  two  distinct  kinds ;: 
Firsty  the  Right  to  some  definite  material  object,  or  service,  which 
has  actually  come  into  the  possession  of  the  proprietor,  such  as. 
lands,  houses,  money,  goods  of  all  sorts ;  Secondly y  the  Right  Uk 
something  which  will  only  come  into  possession  at  some  future 
time,  either  because  it  is  not  yet  in  existence,  or  because,  though 
it  may  be  in  existence,  it  is  in  some  one  else's  possession  at  the^ 
present  time. 

Thus  if  ^  man  possesses  land,  or  fruit  trees,  or  flkx^ks,  and  herds, 
he  has  the  Right  to  the  future  produce  of  the  land,  the  fruit  trees, 
or  the  flocks  and  herds.  But  though  the  actual  produce  will  only 
come  into  existence  at  a  future  time,  the  Right  to  it  when  it  doea 
Qome  into  existence  is  present^  and  may  be  bought  and  sold  like 
any  material  commodity. 

Or  the  thing  itself  may  be  in  some  one  else's  possession  at  the 
present  time.  Thus  a  Bill  of  Exchange  is  the  Right  to  a  future 
payment  from  a  certain  person.  The  money  which  will  discharge 
the  bill,  supposing  it  to  be  discharged  in  money,  which  very  few 
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bills  erer  are,  in  modem  oommei^y  may  not  even  be  in  the 
poflsession  of  the  person  bonnd  to  pay  it ;  it  may  perform  an 
indefinite  nmnber  of  exchanges  before  it  pays  the  bill.  Bnt  the 
bill  itself,  a  mere  abstract  Bight  to  demand  money,  may  also  be  pat 
into  drcnlntion,  and  also  effect  an  indefinite  number  of  exchanges 
bofbre  it  »  diJKharged.  Hence  during  the  currency  of  the  bill, 
there  are  two  Economic  Quantities  in  circulation. 

Or  there  may  be  a  Bight  to  receive  an  uncertain  profit,  as  the 
■hares  in  a  commercial  company,  or  the  profits  to  be  made  by 
fletling  books  or  machines. 

Bnt  boih  these  kinds  of  Bights  are  equally  Property,  and  are 
called  by  different  names  according  to  the  thing  to  which  the 
Bight  relates.  There  is  landed  Property,  house  Property,  real 
Property,  personal  Property,  literary  Property,  funded  Property, 
&c.  And  each  of  these  kinds  of  Property  is  merchandise,  or  a 
commodity ;  and  may  be  as  freely  valued  and  sold  as  the  other. 

Hence  a  Bight  to  a  future  product  is  an  Economic  Quantity, 
and  a  Commodity  exactly  in  the  same  sense  as  the  Bight  to  a 
present  product :  because  in  either  case  Economics  has  nothing  to 
do  with  anything  but  the  Bight ;  and  one  kind  of  Bight  may  be 
as  fSreely  sold  and  exchanged  as  the  other.  It  is  exactly  the  same 
in  Law.  An  injury  may  be  done  to,  and  an  action  will  lie  for 
damage  done,  to  a  Eight  on  the  future  as  well  as  an  injury  done  to 
a  Bight  to  the  present.  And  when  this  is  clearly  understood, 
modem  commerce  becomes  quite  simple :  because  it  is  nothing 
bnt  the  exchange  of  these  Bights. 

There  is,  however,  this  difference  between  these  two  classes 
of  property.  When  persons  exchange  Corporeal  Property,  the 
things  to  which  the  Bights  relate  can  be  actually  exchanged 
by  visible  manual  delivery:  whereas  in  Incorporeal  Property 
this  cannot  be  done.  So  many  lambs  actually  bom  can  be 
visibly  and  manually  exchanged  for  so  much  com  actually 
reiq)ed ;  but  so  many  lambs  to  be  bom  some  months  hence  cannot 
be  visibly  exchanged  for  so  much  com  to  be  grown  at  some  future 
time.  So  the  Bight  to  receive  so  much  money  at  a  future  time 
cannot  be  actually  transferred  by  manual  delivery  from  one  person 
to  another.  Accordingly,  at  Bome,  when  the  transfer  of  a  Credit, 
or  Debt,  was  ^reed  upon,  it  was  necessary  for  the  Creditor,  the 
Debtor,  and  the  Assignee  to  meet  together,  and,  by  the  consent  of 
the  parties,  the  Bight  of  action  was  transferred  from  the  original 
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Creditor  to  the  Assignee ;  and  by  this  means  the  Creditor  was 
discharged  from  his  debt  to  the  Assignee ;  and  the  debtor  became 
bound  to  the  new  Creditor.  This  difficulty,  however,  is  veiy 
easily  surmounted.  The  Right  may  be  recorded  on  paper  or 
some  other  material ;  and  this  material  may  be  transferred  and 
exchanged  for  other  rights ;  and  thus  this  Kight  becomes  strictly 
capable  of  being  transferred  by  manual  delivery:  and  thus 
Incorporeal  Property  becomes  as  visil^y  transferable  as  Corporeal 
Property. 

7.  Now  when  this  Right  is  recorded  on  some  material  such 
as  paper^  the  paper  is  termed  an  '^  Instrument,"  and  it  is  proper 
to  observe  that  in  this  case  the  word  '^  Instrument"  bear&  a 
strifctly  technical  legal  meaning,  which  is  often  overlooked. 

The  word  Instrument  has  two  meanings,  which  are  often  not 
distinguished.  Sometimes  it  means  a  tool,  or  means,  or  imple- 
ment, by  which  something  is  effected.  Thus  Smith  speaks  of 
money  as  "  the  great  instrument  of  exchange,"  or  "  instrument  of 
commerce."  But  also  Bills  and  Notes  are  often  spoken  of  as 
"  Instruments  of  Debt,"  or  "  Instruments  of  Credit." 

Now  it  must  be  carefully  observed  that  in  the  expressions 
"  instrument  of  exchange  "  and  instruments  of  credit,"  the  word 
instrument  has  two  distinct  meanings  which  have  no  connection 
with  each  other. 

In  "  Instruments  of  Exchange  "  it  signifies  the  means  by  which 
circulation  or  exchange  is  effected.  In  the  term  "  Instrument  of 
Credit "  it  means  the  record  or  document  of  the  debt. 

In  Roman  Law,  the  word  Instrumentum  means  any  evidence, 
whether  oral  or  written,  by  which  the  Court  or  judge  is  instructed 
as  to  the  merits  of  the  case,  or  informed  of  a  fact.  In  modem 
times,  however,  it  is  restricted  to  ^v^itten  evidence ;  and  thus  is 
exactly  equivalent  to  tlie  word  document,  which  is  any  writing 
which  teaches  or  informs  the  Court  of  a  fact.  It  means  simply  a 
written  record. 

Thus  Suetonius  speaks  of  the  Instrumenta  Imperii,  the  written 
records  of  the  Empire :  and  Quintilian  of  the  Instrumenta  litis, 
the  papers  or  documents  relating  to  a  lawsuit:  and  TertuUian 
calls  the  Christian  Scriptures^  the  Novum  Instrumenttim,  or  the 
Novum  Testamentnm,  the  new  record. 

»  J<it\  Prax.y  15,  20:  adv.  Marc,  IV.,  1. 
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This  meaning  is  common  in  English ;  thns,  out  of  nnmerons 
instances,  we  may  quote  Hallam^ — ^'^is  abundantly  manifest  by 
instruments  of  both  the  kings" — "by  mutnal  instruments  executed 
at  Calais" — ^''by  the  language  of  some  English  instruments.'' 
Thus  in  these  cases  the  word  instrument  means  a  docnment,  or  a 
record. 

Hence  an  "  Instroment  of  Credit "  means  any  written  evidence 
of  a  debt,  such  as  a  Bill  or  Note,  or  a  Deposit  in  a  banker's  book. 
And  in  Courts  of  Law  and  legal  treatises  these  documents,  are 
inyariably  termed  instruments.  Though  this  is  known  to  every 
lawyer,  it  is  often  overlooked  by  literary  writers  on  Economics.     . 

Many  persons,  however,  feel  a  difficulty  in  admitting  such  things 
as  Bank  Notes  and  Bills  of  Exchange  to  be  Wealth,  seeing  that 
they  are  nothing  but  so  many  pieces  of  paper.  It  is  to  be 
observed,  however,  that  it  is  not  exactly  the  paper  document  which 
is  wealth :  that  is  only  the  evidence,  or  the  record,  of  the  Bight : 
it  is  the  Eight  which  is  wealth:  and  it  subsists,  and  can  be 
exchanged,  quite  independently  of  any  paper:  and  even  if  the 
paper  be  destroyed,  the  Right  is  not  destroyed:  it  may  be 
written  on  a  fresh  piece  of  paper.  So  many  persons  are  some- 
what startled  at  calling  so  many  figures  in  a  banker's  book,  wealth. 
But  these  figures  are  merely  the  evidence  of  the  Bights  which 
exist  in  the  persons  of  the  customers  of  the  banker :  and  they 
may  be  put  into  circulation  by  means  of  a  cheque.  These 
Deposits,  therefore,  or  Credits  in  bankers'  books,  are  in  real  effect, 
80  many  bank  notes,  and  if  one  be  admitted  to  be  wealth,  the 
other  must  be  so  too.  They  are  each  of  them  nothing  but 
transferable  Bights. 

8.  We  have  now  to  investigate  the  different  forms  of  Incor- 
poreal Property. 

This  commodity,  then.  Incorporeal  Property,  has  exactly  the 
same  varieties  as  Corporeal  Property.  Some  of  it  is  immoveable, 
some  moveable :  or  as  it  might  by  analogy  be  called  real  and  per- 
sonal :  moreover  some  Incorporeal  Property  is  as  truly  the  produce 
of  labour  as  any  Corporeal  Property:  other  large  masses  of 
Incorporeal  Property  are  not  the  result  of  labour,  just  as  there  is 
Corporeal  Property  which  is  not  the  result  of  labour :  and  also 
vast  masses  of  Incorporeal  Property  are  the  subject  of  exports  and 

1  Middle  Agta,  ck,  1,  ^rt  2. 
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imports,  and  aflfect  the  exdianges  exactly  in  the  same  way  as  any 
other  merchandise ;  4)nt  as  these  masses  of  Property  do  not  pass 
tiuongh  the  Custom  Honse,  bnt  tfaroiig^  the  Post  Office,  it  is 
quite  impoHible  to  have  any  record  of  the  quantities  which  aie 
exporM  4»r  imported:  and  uuuHcquei^y  the  flubject  of  the  ex- 
changes is  a  hopeiesB  poszle  to  any  persons  who  look  only  to  the 
official  returns  of  merchandise  paUished  by  the  Board  of  Trade  : 
for  they  cannot  contain  any  record  of  the  Tanoos  mercantile 
securities,  and  bonds,  or  obligations  of  the  €k)yemment,  or  public 
companies,  which  are  transmitted  from  country  to  country,  and 
which  affect  the  exchanges  exactly  in  the  same  way  as  so  much 
merchandise. 

9.  But  Incorporeal  Property  itself  is  of  two  kinds,  each  of 
them  comprehending  many  varieties,  and  enormous  masses  of 
property — 

I.  Where  the  Right  of  one  person  to  demand  a  future  pay- 
ment is  also  connected  with  the  Duty  of  some  one  else  to  make 
that  payment.  The  Bight  and  the  Duty  constitute  an  OhUgcUion 
or  Nexvm.  This  species  of  Property  may  be  called  Bights  of 
Obligation.  It  is  aJso  called  an  Annuity ;  which  is  the  Bight  to 
demand  a  series  of  payments  from  some  person. 

It  must  be  carefolly  observed  that  an  Annuity  is  not  the  series 
of  payments  actually  made,  but  only  the  Bight  to  demand  them ; 
and  is  Property  quite  separate  from  the  sums  actually  paid.  And 
this  series  may  consist  of  any  number  from  one  to  infinity,  or 
any  intermediate  number. 

This  species  of  Incorporeal  Property  includes  Credit,  which  is 
the  lowest  form  of  an  annuity,  being  usually  the  Bight  to  a  single 
fiiture  payment ;  Bents  of  houses,  &rms.  Copyrights,  Patents, 
Mines,  <&c.,  which  are  usually  a  limited  series  of  payments ;  up  to 
Property  in  Land,  the  Funds,  Tithes,  <&c.,  whidi  are  the  Bights 
to  receive  a  series  of  payments  for  ever. 

II.  Where  the  Bight  only  exists  to  receive  some  uncertain 
profit ;  but  no  certain  person  is  bound  to  make  that  payment ; 
and  there  is  only  the  expectation  that  some  one  will.  This  is 
called  the  emptio  spei,  or  the  empHo  rei  sperat€B,  in  Roman  Law : 
this  species  of  Property  may  be  called  Bights  of  Expectation. 

To  this  class  of  Incorporeal  Property  belong  Shares  in  Com- 
mercial  Companies,    Copyrights,  Patents,    the    Goodwill    of  a 
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bnginess,  the  Practice  of  a  professional   man^  Tolls,  Ferries, 
Fisheries,  &c. 

In  modem  times  Incorporeal  Property  includes  by  far  the 
largest  amount  of  existing  Property. 

On  Rights  of  Obligation. 

10.  The  doctrine  of  Annuities  is  a  curious  commentary  upon 
the  arguments  of  Aristotle,  Dante  and  the  Mediaeval  theologians  to 
shew  that  interest  for  money  is  unnatural  and  abominable.  The 
theory  of  annuities  entirely  depends  upon  the  principle  that  money 
naturally  produces  interest:  and  that  interest  also  produces 
interest,  an  idea  that  drove  Plutarch  wild. 

An  Annuity,  as  said  above,  is  the  Bight  to  a  series  of  payments 
from  whatever  source  arising :  and  the  doctrine  of  Annuities  rests 
entirely  on  the  principle  that  each  of  these  fature  payments  has  a 
Present  Yalite,  and  that  the  Bight  to  all  or  any  number  of 
them  may  be  bought  and  sold  like  any  article  of  commerce. 

'Hie  Present  Value  of  an  Annuity  is,  therefore,  the  sum  of  the 
■eries  of  the  P^resent  Values  of  all  the  future  payments.  Now 
let  us  take  the  case  of  a  perpetual  annuity,  or  the  right  to  receive 
a  series  of  payments  at  definite  intervals  for  ever.  If  money  bore 
no  interest,  it  is  clear  that  the  value  of  such  future  payment 
would  be  exactly  equal  to  the  payment  itself.  Consequently  the 
Present  Value  of  such  an  Annuity  would  be  the  same  as  the 
aggregate  of  the  sums  to  be  paid  for  ever.  That  is,  to  purchase 
•ndi  an  annuity  it  would  be  necessary  to  pay  down  an  infinite  sum 
of  money.  A  consequence  which  is  manifestly  absurd.  Hence 
such  a  mode  of  calculating  the  value  of  an  annuity  is  evidently 
erroneous. 

Again,  suppose  that  simple  interest  is  charged :  then  eacb 
ftttnre  payment  is  diminished  by  a  small  definite  sum  of  uniform 
amount.  And  it  is  evident  that  to  buy  an  annuity  on  such  a 
principle  would  involve  exactly  the  same  absurdity  as  in  the- 
Ibrmer  case.  That  is,  to  secure  a  finite  annual  payment,  we 
should  have  to  pay  down  an  infinite  sum.  And  this  shews  that- 
this  mode  of  calculation  is  also  erroneous. 

But  if  we  suppose  that  compound  interest  is  charged,  we  shall 
find  that  each  term  of  the  series  will  progressively  and  rapidly 
diminish.  A  larger  quantity  will  have  to  be  subtracted  from  each 
term  in  sucoession,  according  as  the  payment  is  more  distant.    We 
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Bhall  thus  obtain  a  series  of  qnantities  in  geometrical  progressicm, 
the  common  difference  being  a  ti*action:  and  by  the  laws  of 
Algebra^  we  know  that  snch  a  series,  even  though  infinite,  has  a 
finite  limit.  Each  term  to  be  added  is  smaller  than  the  preceding 
one ;  until  they  at  last  diminish  to  0.  And  that  finite  limit  is  the 
Present  Value  of  the  infinite  annuity. 

Hence  we  see  that  the  Present  Value  of  an  Annuity  must  always 
be  calculated  at  compound  interest  to  obtain  a  rational  result 
The  Present  Value  of  each  term,  or  future  payment,  is  such  a 
sum  as  improved  at  compound  interest  at  a  given  rate,  would 
amount  to  the  sum  in  the  given  time.  And  the  Present  Value  of 
the  whole  annuity  is  the  sum  of  a  series  of  the  Present  Values  of 
each  term. 

That  compound  interest  is  natural  and  proper  is  clear,  because 
if  a  sum  of  money  produces  interest,  it  makes  no  difference 
whether  it  be  called  capital  or  interest ;  and  as  soon  as  interest  has 
accrued  firom  the  capital,  that  interest  as  naturally  produces 
interest  as  the  capital  did. 

We  also  observe  that  if  the  absurd  doctVines  of  so  many 
philosophers  and  divines  had  been  followed  in  practice  it  would 
have  been  impossible  to  have  bought  landed  property  ;  but  nature 
herself  refutes  their  folly :  because  if  a  seed-corn  be  planted  in 
the  ground  it  naturally  multiplies  twenty,  thirty,  forty  fold ;  and 
consequently  the  value  of  the  produce  must  be  just  so  many  times 
more  valuable  than  the  parent  seed :  and  so  if  a  man  lends 
another  money  to  purchase  the  seed-corn,  he  is  fairly  and 
equitably  entitled  to  receive  a  share  of  the  profit  made  by  the 
use  of  his  money. 

We  have  already  observed  that  all  "  loans "  of  money  are  in 
reality  exchanges ;  the  property  in  the  money  is  transferred  to  the 
**  borrower"  and  in  exchange  for  it  the  lender  receives  the  Eight 
to  demand  an  equal  sum,  with  or  without  interest,  as  the  case  may 
be,  at  a  future  time.  Hence  they  were  called  mutua  in  Boman 
Law.  The  etymology  of  the  word  given  in  the  Pandects  (ex  meo 
tuumfit)  is  disallowed  by  modem  Latin  scholars.  Mommsen  says 
that  mutuiis  comes  ^m  mutare,  like  dividuus  firom  divido;  and 
deciduus  from  decide.  However  that  may  be,  either  etymology 
exactly  expresses  the  fact,  that  there  is  an  exchange  of  Properties. 
Ortolan  justly  says  that  the  Right  to  demand  repayment  is  the 
Price  of  the  money.    Now  the  Price  need  not  be  demandablc  in 
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<Mie  sum ;  it  may  be  a  series  of  smns,  either  payable  for  ever,  or 
for  a  limited  time.    Then  we  have 

£100  =  a  perpetual  annuity  of  £8 ;  or 

£100  =  an  annuity  of  £10  for  a  certain  number  of  years. 

And  as  these  quantities  are  equal  to  each  other,  a  person  may 
either  pay  down  a  capital  sum  to  buy  an][  annuity ;  or  pay  an 
annuity  to  buy  a -capital  sum  payable  either  at  a  definite  time  or 
on  a  certain  event ;  or  only  at  an  infinite  distance  of  time, «.  e., 
never ;  or  a  perpetual  loan. 

We  also  observe  that  in  Economics  the  symbol' 0  denotes  the 
Present  Value  of  a  sum  of  money  that  will  only  be  paid  at  an 
infinite  distance  of  time ;  and  as  the  Present  Value  of  any  sum 
whatever,  however  large  or  however  small,  paid  at  an  infinite 
distance  of  time,  is  exactly  the  same,  i.  e.,  0,  it  shews  that  in 
Economics,  as  in  every  other  branch  of  Physical  Science,  one  0 
may  be  any  number  of  times  greater  than  another  0,  which  some- 
times puzzles  juvenile  mathematicians. 

11.  We  must  now  shortly  consider  the  different  varieties  of 
Property  which  fall  under  the  class  of  Annuities. 

I.  The  lowest  form  of  an  Annuity,  t.  «.,  the  Right  to  a  single 
future  payment. 

This  comprehends  the  whole  of  Commercial  and  Banking 
Credit ;  which  is  the  Right  to  a  single  future  payment.  These 
Sights,  under  the  form  of  Bills  of  exchange.  Bank  Notes, 
Deposits  in  Banks,  and  ordinary  Debts,  form  an  enormous  mass 
of  Exchangeable  Property,  much  larger  than  any  other  single 
species  of  Property.  There  is  no  difference  in  principle  between 
discounting  a  Bill  of  Exchange  and  buying  a  landed  estate :  to 
discount  a  bill  is  to  buy  the  Bight  to  a  single  future  payment ;  to 
buy  a  landed  estate  is  to  discount  an  infinite  series  of  future 
payments.  It  has  been  estimated  that  one  form  of  this  property 
alone,  namely,  deposits  in  Banks  in  England,  amounts  to  about 
J^00,000,000 ;  in  Commercial  Bills  probably  there  is  at  least 
£500,000,000 ;  and  if  we  include  all  other  forms  of  Credit,  there 
is  probably  at  least  £2,000,000,000  of  Property  existing  at  the 
present  time  in  this  country :  and  this  is  Property  which  may  be 
bought  and  sold,  just  as  much  as  so  much  money,  or  com,  or 
timber.  And  is  this  Property  the  "  annual  produce  of  land  and 
labour  "  ?  or  is  it  '^  extracted  from  the  materials  of  the  globe  "  ? 


222  PRINCIPLES  OF  BCONOmCS.  Cba9«ZIV. 

It  may  be  as  well  to  remind  the  reader  that  though  the  Bight 
to  demand  is  called  the  Credit,  and  in  strictness  the  Duty  to  pay 
ought  to  be  exclnsiyely  called  the  Debt,  yet  it  most  unfortunately 
happens  that  this  Bight  is  also  called  a  Debt.  And  this  may 
sometimes  lead  to  confusion  unless  it  be  carefully  observed 
whether  the  context  shews  that  it  means  the  Bight  or  the 
Duty. 

Thus  Mr.  Williams  says^ — ^''Within  the  class  of  cJhoses^iiP' 
action  was  comprised  a  Bight  of  growing  importance,  namely, 
that  of  suing  for  money  due,  which  Bight  is  iJl  that  is  called  a 
Debt." — **  We  have  seen  that  a  Debt  was  anciently  considered  as 
a  mere  Bight  to  brmg  an  action  against  the  Debtor."  ' — ^'  When 
a  Debt  or  demand  is  equitable  only " — "  Debts  being  formerly 
considered  as  mere  Bights  of  action."  So  the  Act  46  Geo.  III., 
c.  185,  s.  3,  enacts  that  one  "  Debt  or  demand  may  be  set  off 
agamst  another."  So,  as  may  be  seen  in  ahnost  any  daUy  paper, 
the  executors  of  deceased  persons  advertise  for  any  persons  who 
have  Debts,  claims,  or  demands  c^inst  the  estate  of  the  deceased 
person  to  give  in  a  statement  of  them. 

But,  on  the  other  hand,  Mr.  Williams  also  says' — ^**  Every 
person  who  borrows  money  upon  mortgage  or  not,  incurs  a  Debt, 
or  personal  obUgation  to  repay  it  out  of  whatever  means  he  may 

tWlflAflSl  " 

Now  when  we  have  said  in  many  places  that  Debts  are  Wealth, 
we  mean,  of  course,  Debts  in  the  sense  of  exchangeable  Bights, 
or  Credits,  which  may  be  bought  and  sold. 

II.     An  Annuity  for  a  limited  series  of  terms,  but  exceeding  one. 

This  variety  is  much  the  most  complicated ;  and  includes  a 
great  number  of  sub-varieties,  the  calculation  of  whose  value 
involves  a  considerable  portion  of  the  Theory  of  Probabilities.  It 
includes  the  theory  of  the  value  of  leases,  fines  on  the  renewal  of 
leases,estates  in  remainder  or  reversion,  vested  and  contingent, 
and  life  and  survivorship  annuities  of  all  sorts.  To  enter  into  a 
ftill  detail  of  the  methods  requisite  to  find  the  value  of  all  these 
several  annuities  would  require  an  immense  amount  of  mathema- 
tical detail,  which  is  wholly  beyond  the  purpose  of  this  work,  and 
for  which  we  must  refer  to  the  standard  treatises  on  these  subjects. 
All  we  can  do  here  is  to  sketeh-  very  briefly  the  difTerent  classes 

>  Brinc^piea  of  the  Law  of  Ptrtonal  Property,  p.  4.       >  Ibid.,  jp.  106. 
*  BruidpUi  of  the  Law  of  Real  Frcperty,  p.  804. 
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that  may  be  formed ;  and  the  spedes  of  property  which  is  incladed 
in  them.    We  may  have  then — 

1*  A  series  to  commence  immediately  and  to  terminate  at  a  given 
time, 

(a.)    And  of  this  the  termination  may  be  certain. 

Under  this  form  are  included  all  leases  for  a  certain  number  of 
years,  as  nsnaUy  of  &rms  and  houses ;  and  all  annuities  for  a  fixed 
number  of  years ;  a  form  in  which  public  debts  are  sometimes 
contracted.  In  either  of  these  cases  the  capital  is  adyanced,  and 
in  exchange  for  it  the  right  of  receiving  a  series  of  payments  is 
received,  which  is  the  annuity.  In  the  case  of  the  house  or  the 
tBina,  the  use  of  either  of  them  is  granted  for  a  certain  number  of 
years ;  and  an  annuity  received  in  exchange  for  its  use,  and  at  the 
end  of  the  term,  the  house  or  the  &rm  are  restored  to  their 
owner :  in  the  case  of  terminable  annuities,  the  interest  is  paid 
eveiy  year  together  with  a  certain  sum  to  replace  the  capital  by 
instalments ;  so  that  at  the  end  of  the  term,  the  whole  capital  is 
restored. 

(b.)     Or  the  termination  may  be  uncertain. 

Under  this  form  are  all  life  annuities  commencing  immediately. 

(b.  1.)  And  this  termination  may  depend  upon  a  single  uncer^ 
tain  event ;  or  (b.  2)  upon  several  uncertain  events. 

Thus  an  annuity  may  be  granted  to  continue  during  the  life  of 
a  single  person:  or  during  the  life  of  the  survivor  of  several 
persons. 

2.  A  series  to  begin  at  a  future  time  and  to  continue  a  limited 
number  of  years. 

(a.)  Of  this  form  the  commencement  and  termination  may  both  be 
certain  and  definite. 

Of  this  the  fine  paid  for  the  renewal  of  an  unexpired  lease  is 
an  example. 

(a  1.^  Or  the  commencement  may  be  certain  and  definite  and 
the  end  certain  but  indefinite. 

Thus  an  estate  may  be  granted  to  A  and  his  heirs  for  ten  years ; 
and  then  to  B  for  life. 

Or  A  may  purchase  an  annuity  for  life,  to  commence  at  the  end 
of  a  given  term. 

(a  2.)  Or  the  commencement  may  be  certain  and  definite ;  hut  the 
end  uncertain  and  indefinite. 

Thus  an  estate  may  be  granted  to  A  for  10  years,  and  then  to  B 
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ontil  some  contingent  event  happens,  as,  for  instance,  until  he 
marries ;  and  then  to  C. 

Or  a  hosband  may  beqneath  an  estate  to  his  widow  so  long  as 
she  remains  unmarried. 

(ad.)     Or  the  commencement  may  be  certain  htU  indefinite,  and 
the  end  certain  and  definite. 

Thus  an  annuity  for  seventy  years  may  be  granted  to  B  and  his 
heirs,  to  commence  on  the  death  of  A, 

(a  4.)     Or  the  commencement  may  be  uncertain  and  indefinite,  and 
the  termination  certain  and  definite. 

Thus  an  estate  or  an  annuity  for  a  term  of  years  may  be  settled 
on  B,  contingent  on  A  marrying,  or  having  a  son. 

(a  5.)     Or  the  commencefnent  may  be  uncertain  and  indefinite,  and 
the  termination  certain  but  indefinite. 

Thus  a  grant  may  be  made  to  thirty  different  living  persons  in 
succession,  separately,  for  their  lives. 

Or  a  survivorship  annuity  may  be  effected  by  a  husband  in 
favour  of  his  wife. 

^  (a  6.)  Or  the  commencement  and  termination  m^y  both  be  uncer- 
tain and  indefinite, 

'  Thus  an  estate  may  be  granted  to  A  until  some  contingency, 
skch  as  marriage,  bankruptcy,  birth  of  a  son,  succeeding  to 
another  estate ;  then  to  B  on  similar  contingencies ;  then  to  0, 
and  so  on. 

8.     A  series  to  commence  at  a  future  period  and  to  continue  for 
ever. 

(a.)     And  of  this  the  commencement  may  be  certain  and  definite. 

Thus  an  estate  may  be  sold  to  B,  subject  to  a  lease  to  A. 

(b.)     Or  the  commsncement  may  be  certain  but  indefinite. 

Thus  an  estate  may  be  settled  on  B  for  life,  with  remainder  to 
B  in  fee. 

(c.)     Or  the  commencement  may  be  uncertain  and  indefinite. 

Thus  an  estate  may  be  settled  on  A  and  his  heirs,  whom  &iling, 
on  B  and  his  heirs. 

Or  an  estate  may  be  granted  to  A  until  he  be  bankrupt,  or 
innumerable  other  contingencies,  and  then  to  B  and  his  heirs. 

To  this  form  belongs  the  whole  theory  of  estates  in  remainder 
or  reversion,  vested  or  contingent,  executory  interests,  springing 
or  shifting  uses,  and  executory  devises,  a  subject  of  immense 
importance. 
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III.  The  largest  form  of  an  Annuity  ^  i,  e.,  a  series  of  future 
payments  for  ever. 

This  comprehends  the  whole  theory  of  the  value  of  estates  in 
fee  simple^  and  that  portion  of  the  public  funds  which  consists  of 
perpetiud  annuities.  To  purchase  an  estate  in  fee  simple  is 
merely  to  discount  a  series  of  fature  payments  for  ever,  as  already 
explained,  and  the  same  is  obviously  true  of  buying  into  the 
Funds. 

On  the  Nature  of  ths  Funds. 

12.  The  nature  of  the  Funds  has  been  a  source  of  so  much 
misconception  among  writers  that  we  must  enlarge  somewhat  upon 
them. 

Suppose  that  a  man  possessed  a  million  of  money  in  the  funds, 
as  is  said,  every  one  would  say  that  he  was  a  wealthy  man,  and 
these  funds  would  be  called  capital  to  him,  because  they  would 
produce  him  an  income  of  ^£30,000  a  year. 

If  this  be  allowed,  it  would  appear  to  follow  that  the  Funds  are 
Wealth  and  Capital.  Yet  many  persons  would  think  that  any  one 
who  said  so  had  taken  leave  of  his  senses.  This  disagreement 
among  writers  only  shews  that  they  have  not  thoroughly  investi- 
gated the  subject.  And  to  understand  the  subject  properly 
requires  an  investigation  of  the  fundamental  conceptions  and 
nature  of  Economics. 

In  the  first  place — ^What  are  the  Funds  ? 

When  a  Government  wants  to  raise  a  large  sum  of  money  at 
once  to  meet  some  great  public  emergency,  such  as  a  femine,  a 
war,  or  to  construct  some  great  public  work,  such  as  a  railway, 
canal,  or  anything  else,  it  borrows  a  capital  sum  of  money,  and 
in  exchange  for  the  capital  sum  it  agrees  to  pay  a  fixed  annuity 
for  ever.  Now  the  Right  to  demand  this  perpetual  annuity  is 
called  a  Bent ;  just  as  the  Bight  to  receive  an  annuity  in  exchange 
for  the  use  of  lands  or  houses  is  called  a  Bent.  This  annuity  was 
called  a  Bent  formerly  in  English,  but  the  name  has  been 
generally  discontinued:  it  is,  however,  still  the  usual  name  in 
French :  the  French  funds  are  called  Rentes.  The  capital  sum 
is  said  to  he  funded, «.  e.,  fixed,  because  the  Government  does  not 
bind  itself  to  repay  the  capital,  but  only  the  annual  rent.  If  the 
annuitant  wishes  to  get  back  his  capital  sum  he  must  sell  his 
annuity  to  some  one  else.    So  far  as  regards  the  annuitant,  there- 
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fore,  it  is  exactly  the  same  thing  to  him  as  if  he  had  bought  an 
estate  in  land.  Now  the  nature  of  this  property  has  been  a  sore 
puzzle  to  many  Economists:  and  some  have  denied  that  the 
incomefi  of  the  fiindholders  are  to  be  reckoned  in  the  general 
income  of  the  country. 

Mill  says^ — ^''Xhis  leads  to  an  important  distinction  in  the 
meaning  of  the  word  Wealth,  as  applied  to  the  possessions  of  the 
individual,  and  to  those  of  a  nation  or  of  mankind.  In  the  wealth 
of  mankind  nothing  is  included  which  does  not  of  itself  answer 
some  purpose  of  use  or  pleasure  (?)  To  an  individualy  anything 
is  wealth  which,  though  useless  in  itself,  enables  him  to  claim  finom 
others  a  part  of  their  stock  of  things,  usefal  or  pleasant.  Take, 
for  instance,  a  mortgage  of  a  thousand  pounds  on  a  landed  estate. 
This  is  wealth  to  the  person  to  whom  it  brings  in  a  reTenuOy  and 
who  could  perhaps  sell  it  in  the  marketeer  the  full  amount  of  the 
debt.  But  it  is  not  wealth  to  the  country ;  if  the  engagement 
were  annulled  the  country  would  be  neither  poorer  nor  richer. 
The  mortgagee  would  have  lost  a  thousand  pounds  and  the  owner 
of  the  land  would  have  gained  it.  Speaking  nationaUy,  die  mort- 
gage was  not  itself  wealth,  but  merely  gave  A  a  claim  to  a  portion 
of  the  wealth  of  B.  It  was  wealth  to  A,  and  wealth  which  he 
could  transfer  to  a  third  person ;  but  what  he  so  transferred  was 
in  fact  a  joint  ownership,  to  the  extent  of  a  thousand  pounds^  in 
the  land  of  which  B  was  nominally  the  sole  proprietor.  The 
position  of  fiindholders,  or  owners  of  the  public  debt  of  a  country, 
is  similar.  Theij  are  mortgagees  on  the  general  wealth  of  the  coutUry. 
The  cancelling  of  the  debt  would  be  no  destruction  of  wealth,  but 
a  transfer  of  it :  a  wrongful  abstraction  of  wealth  from  certain 
members  of  the  community,  for  the  profit  of  the  Government^  or 
of  the  taxpayers.  Funded  property y  thereforey  cannot  becouniedas 
part  of  the  national  wealth.  This  is  not  always  borne  in  mind  by 
the  dealers  in  statistical  calculations.  For  example,  in  estimates 
<-!  the  gross  income  of  the  country,  founded  on  the  proceeds  of 
the  income  tax,  incomes  derived  from  the  Funds  are  not  always 
excluded:  though  the  taxpayers  are  assessed  on  their  whole 
nominal  income,  without  being  permitted  to  deduct  from  it  the 
portion  levied  from  them  in  taxation  to  form  the  income  of  the 
fundholder.  In  the  calculation,  therefore,  one  portion  of  the 
general  income  of  the  country  is  counted  twice  over,  and  the 

*  Preliminary  Bmnarkt. 
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aggregate  amonnt  made  to  appear  greater  than  it  is  by  almost 
thirty  millions.  A  country,  however,  majT  include  in  its  wealth 
all  stock  held  by  its  citizens  in  the  funds  of  foreign  countries,  and 
other  debts  due  to  them  from  abroad.  But  even  this  is  only 
wealth  to  them  by  being  a  part  ownership  in  wealth  held  by 
o&ers.  It  forms  no  part  of  the  collective  wpalth  of  the  human 
race.  It  is  an  element  in  the  distribution,  but  not  in  the 
composition,  of  the  general  wealth." 

18.  It  would  be  impossible  for  any  passage  to  contain  a 
greater  series  of  misconceptions  and  errors  than  the  preceding 
paragraphs :  and  as  they  relate  to  a  subject  of  great  importance, 
and  involve  many  of  the  fundamental  conceptions  of  Economics, 
we  must  examine  them  at  some  length. 

1.  The  first  ambiguity  arises  from  the  use  of  the  term 
''National  Wealth."  Mill  allows  that  the  funds  are  wealth  to 
the  owners  of  them ;  but  he  says  they  are  not  part  of  the  national 
wealth.  Now  the  ambiguity  arises  in  the  use  of  the  word  national. 
Now  when  we  say  that  the  word  Wealth  means  nothing  but 
exchangeable  property,  national  wealth  can  only  mean  that  pro- 
perty which  belongs  to  the  nation  in  its  corporate  capacity,  such 
88  public  lands,  public  forests,  dockyards,  the  navy,  and  so  on  ; 
things  which  do  not  belong  to  any  private  individual.  No  one 
oould  properly  say  that  property  which  belongs  to  individuals  is 
national  wealth.  My  money  belongs  to  me  and  not  to  the  nation. 
Hie  funded  debt  is  the  right,  or  property,  residing  in  certain 
individuals  to  demand  certain  payments  frx)m  the  nation.  Now  a 
man's  duty  to  pay  a  certain  sum  of  money  at  a  given  time  is  no 
part  of  his  wealth ;  but  yet  the  right  to  receive  it  is  the  property 
of  his  creditor,  which  may  be  bought  and  sold ;  and  therefore,  by 
ovir  definition,  it  is  simply  wealth,  or  an  exchangeable  quantity, 
nntil  it  is  paid  off,  when  it  ceases  to  exist,  like  anything  else 
which  is  destroyed.  In  a  similar  way  the  national  duty  to  pay 
certain  sums  of  money  is  no  part  of  the  national  wealth ;  but  yet 
the  Rights  to  demand  these  payments  are  exchangeable  quanti- 
tiea;  they  may  be  bought  and  sold;  therefore  they  are  simply 
wealth ;  precisely  in  the  same  sense  that  Bills  of  Exchange  and 
Bank  Notes  are.  The  funds  are  certain  Bights  created  by  the 
nation  in  favour  of  certain  individuals  who  have  done  services 
to  tlie  nation :  and  they  are  exactly  similar  to  a  debt  created  by  an 
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individual  in  exchange  for  services.  Now  we  have  several  times 
distinctly  explained  that  a  debt  is  always  created  by  an  exchange, 
and  that  a  duty  to  pay  a  sum  of  money  at  a  future  time  is  no 
diminution  of  a  man's  present  property.  But  yet  the  Right  to 
demand  the  money  may  be  bought  and  sold,  and  therefore  it  is 
wealth,  by  the  unanimous  declaration  of  all  lawyers  and  Econo- 
mists. When  the  debt  is  paid  off  it  is  another  exchange.  So> 
although  the  nation  has  engaged  to  make  a  series  of  payments  in 
future,  that  is  no  diminution  of  its  present  property ;  but,  never- 
theless, the  Rights  to  these  future  payments  may  be  bought  and 
sold.  When  we  say,  therefore,  that  the  funds  are  wealth,  it  means 
nothing  more  than  this — that  they  are  exchangeable  property — 
they  may  be  bought  and  sold.  There  is  no  assertion  made  that 
they  are  national  wealth.  What  may  be  called  national  wealth, 
however,  is  the  belief  in  its  probity  and  capacity  of  fulfilling  its 
engagements,  which  enables  it  to  purchase  this  money  with  its 
promise  to  pay  a  series  of  sums  in  future.  This  is  its  ^*  pur- 
chasing power";  just  in  the  same  way  as  a  merchant's  credit  is 
purchasing  power  to  him;  and  hence  as  Mill  himself  defines 
wealth  to  be  "everything  which  has  purchasing  power";  this 
credit  is  wealth  equally  to  the  merchant  and  to  the  nation. 

2.  Mill  has  completely  mistaken  the  nature  of  the  fimds :  he 
compares  them  to  a  mortgage  deed.  This  is  a  fundamental  miscon- 
ception of  the  nature  of  the  funds.  What  is  a  mortgage  deed  ? 
Wlien  a  man  wants  to  borrow  money  on  the  security  of  land,  he 
executes  a  deed  transferring  the  property  in  the  land  itself  to  the 
lender :  a  mortgage  deed,  therefore,  is  nothing  but  a  title  deed  to 
land :  and,  of  course,  no  one  says  that  the  title  deeds  to  a  piece  of 
land  are  separate  property  &om  the  land  itself.  A  mortgage  deed, 
therefore,  belongs  to  the  same  class  of  documents,  or  instruments, 
as  Bills  of  Lading,  Dock  Warrants,  Invoices,  and  other  titles  to 
specific  things.  We  have  carefully  pointed  out  the  fundamental 
distinction  between  these  kinds  of  instruments,  and  instruments 
of  credit.^  Mortgages,  Invoices,  Bills  of  Lading,  and  Dock 
Warrants  always  describe  the  specific  land  or  goods  to  whidi  they 
are  attached :  they  do  not  form  any  property  separate  from  them : 
but  Credit  is  a  mere  abstract  Right  to  demand  money  ;  absolutely 
separate  from  any  specific  money,  by  the  very  nature  of  the  thing. 
Now  the  funds  are  not  a  mortgage  deed,  but  are  simple  credit. 

«  Chap,  VJL,  §  1. 
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Mill  says  that  the  fundholders  are  mortgagees  on  the  general 
wealth  of  the  conntry.  If  so,  where  are  the  mortgage  deeds  ? 
Where  are  the  deeds  enmnerating  and  catalogumg  the  general 
wealth  of  the  country  and*  conveying  it  to  the  fnndholders  ? 
The  fact  is  that  Mill's  idea  is  a  complete  delusion,  though  a  very 
common  one.  Suppose  a  merchant  has  a  house  valued  at  £1,000 ; 
and  suppose  he  is  making  an  income  of  £1,000  a  year  in  his 
business ;  and  in  the  course  of  his  business  he  accepts  a  bill  for 
£100.  Then,  according  to  the  doctrine  of  Mill  and  many  others, 
by  accepting  a  bill  for  £100,  he  has  thereby  executed  a  mortgage 
on  his  house  I  It  is  evident  that  this  is  a  great  delusion.  When 
he  accepts  the  bill  of  £100,  it  is  evident  he  expects  and  means  to 
pay  it  out  of  the  fiUure  profits  of  his  business.  Hence  the  bill  is 
not  a  mortgage  on  his  house ;  but  a  charge  upon  his  income.  It 
is  exactly  the  same  with  the  fimds ;  they  are  not  a  mortgage  upon 
the  existing  property  of  the  nation ;  they  are  a  charge  upon  its 
fdture  income. 

Tfiis  fallacy  appears  more  conspicuously  in  another  writer  who 
gained  a  prize  of  £200  put  at  the  disposal  of  the  Society  of  Arts 
for  the  best  essay  on  the  mode  of  Uquidating  the  National  Debt. 
Mr.  Capps  says^ — ^**  There  are  two  antagonistic  and  conflicting 
feUacies  respecting  the  National  Debt,  which  are  very  prevalent. 
The  first  is  that  iimded  property  forms  as  much  a  portion  of  the 
wealth  of  the  country,  and  is  therefore  to  be  reckoned  among  its 
assets,  as  lands,  houses,  or  any  other  description  of  tangible  pro- 
perty. The  second,  which  is  precisely  the  opposite  of  the  former, 
18,  that  the  debt  is  a  subtraction,  or  deduction,  from  the  wealth  of 
the  country ;  that  the  country  is  so  much  the  poorer  for  it. 
Neither  the  one  nor  the  other  is  correct ;  for  the  truth  is  that  the 
country,  with  the  trifling  exception,  which  we  shall  hereafter 
name,  is  neither  the  richer  nor  the  poorer  for  the  existence  of  the 
debt,  and  that,  consequently,  both  the  opinions  we  have  mentioned 
86  being  prevalent,  are  erroneous ;  which  we  shall  now  proceed  to 
shew. 

**  With  r^ard  to  the  first — ^we  have  seen  estimates  made  of  the 
total  wealth  of  the  country,  in  which,  after  the  enumeration,  as  a 
portion  of  the  wealth  of  the  nation,  of  lands,  houses,  raw 
materials,  and  manufactured  products  of  all  descriptions,  there 
has  been  an  item  inserted  of  *  Funded  Property,'  which  has  been 

*  7%e  National  Debt  finandaUy  considered^  p.  86. 
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considered  as  of  itself,  an  actual  property,  separate  from,  and  an 
addition  to,  all  other  wealth.  Now  the  debt,  or  the  fiinds,  though 
a  property  to  the  parties  who  hold  them,  are  not  so  to  the  nation 
as  a  whole  ;  for  they  are  only  a  mortgage  upon  the  rest  of  the  pro- 
perty of  the  country y  and  by  just  so  much  as  they  are  the  property 
of  tiie  holders,  they  are  an  incumbrance,  and  a  diminution  of  the 
Talue  of  the  things  so  mortgaged,  or  incumbered. 

"  It  is  precisely  a  parallel  case  to  the  following : — ^A  is  worth 
£10,000  in  the  shape  of  an  estate  of  that  value.  B  is  wortti 
£5,000  in  money.  A  mortgages  his  estate  to  B  for  £5,000,  and 
spends  the  money  unproductiyely.  Let  now  a  valuation  be  made 
of  the  property  of  A  and  B  jointly,  and  we  shall  find  that. the 
amount  of  their  united  wealth  is  just  the  value  of  the  estate,  and 
nothing  more.  The  estate  is  worth  £10,000,  £5,000  of  which 
belong  to  B  as  mortgagee,  and  £5,000,  the  value  of  the  equity  of 
redemption,  to  A  as  mortgagor.  The  mortgage  in  no  way  adds  to 
the  value  of  the  estate,  and  though  it  is  a  property  to  B,  as 
mortgagee,  it  is  to  the  same  extent  a  diminution  to  A  of  the 
value  of  the  estate. 

'^  It  is  the  same  with  the  National  Debt.  The  whole  country  a^d 
its  productions  are  mortgaged  to  the  fundholder,  to  the  extent  of 
about  one-seventh  of  their  value :  and  though  such  funds  form  a 
property  to  the  holders  of  them,  they  are  only  so  in  the  character 
of  a  mortgage,  which  reduces  the  value  of  the  property  mortgaged 
to  its  proprietors  by  just  the  amount  of  the  mortgage.  In  ts^ing, 
therefore,  any  account,  or  making  any  valuation,  of  the  total 
wealth  of  the  country,  funded  property  must  not  be  put  down  as 
an  item,  unless  you  make  a  corresponding  deduction,  on  the 
other  hand,  from  the  value  of  the  property  of  which  it  forms  a 
mortgage." 

Now  here  we  have  Mill's  fallacy  stated  at  greater  length ;  and 
we  again  say  that  a  mortgage  is  the  name  of  a  deed  of  conveyance 
of  property.  It  is  a  deed  of  sale  of  some  special  property,  with 
the  right  of  repurchase,  upon  paying  off  the  debt;  and  the  mortr- 
gagee  becomes  the  actual  owner  of  the  property.  Now  when 
were  the  fundholders  ever  put  by  a  formal  deed  of  conveyance  into 
possession  of  the  country  or  its  productions  ?  Let  us  see  the  Act 
of  Parliament  that  did  so.  Until  the  deed  of  conveyance  which 
gave  over  the  country  and  its  productions  to  the  fundholders  can 
be  produced,  it  is  clear  that  the  funds  arc  not  similar  to  a  mort- 
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gage  on  the  property  of  the  conntrj.  No  one  ever  pretended  that 
SQch  a  thing  ever  took  place.  The  property  in  the  country  and 
its  productions  remains  with  their  owners,  and  was  never  given  to 
the  fnndholders.  Hence  the  fimds  are  not  a  mortgage  on  the 
property  of  the  country. 

Mr,  Capps  values  the  wealth  of  the  country  at  £6,000,000,000. 
Where  does  he  get  this  value  from,  and  what  is  included  in  it  ? 
At  all  events,  taking  this  value,  he  says  that  the  National  Debt  is 
about  one-seventh  of  the  wealth  of  the  country. 

But  what  is  the  Wealth  of  of  the  country  ? 

Smith  and  nearly  every  Economist  of  name  since  his  day,  have 
all  maintained  that  the  natural  and  acquired  abilities  of  all  the 
members  of  society  are  part  of  the  wealth  of  the  county.  They 
all  admit  that  the  expense  of  education  is  fixed  capital,  and  to  be 
ooonted  in  the  wealth  of  the  country.  Are  these  included  in  Mr. 
Oapps's  estimate  of  the  wealth  of  the  country  ?  We  will  venture 
to  say  they  are  not.  Moreover  we  surmise  that  that  gigantic  mass 
of  prq^erty  called  Incorporeal  Property,  of  which  we  are  treating 
in  this  chapter  is  not  included  in  his  estimate.  What  then  is  its 
worth? 

Now  when  Mr.  Capps  says  that  the  National  Debt  is  about  one- 
seventh  of  the  wealth  of  the  country,  we  must  manifestly  know 
what  he  includes  under  "  wealth."  When  he  says  that  it  is  a 
mortgage  on  this  wealth,  we  must  clearly  know  what  is  mortgaged. 
We  entirely  deny  that  the  National  Debt  is  a  mortgage  on  the 
property  of  the  country ;  we  say  that  it  is  a  charge  upon  the 
mcame  of  the  people,  which  is  a  totally  distinct  thing. 

The  importance  of  this  distinction  in  comparing  the  weight  of 
the  National  Debt  to  the  wealth  of  the  country  is  manifest  when 
we  consider  that  the  payment  of  the  interest  of  the  debt  is  not  only 
a  charge  upon  persons  who  have  material  property  ;  but  a  charge 
npon  the  industiy  of  persons  who  have  not  material  property.  The 
industry  of  all  the  professions  is  just  as  much  pledged  for  the 
payment  of  the  dividends  as  the  incomes  of  those  who  have  real 
estate.  Intellectual  capital  is  just  as  much  pledged  as  material 
capital;  a  consideration  of  the  greatest  importance,  when  we 
consider  the  weight  of  the  debt,  and  the  proposed  means  of  paying 
it  off;  as  well  as  the  pluiof  raising  all  the  charges  of  the  year  by 
taxation  in  the  year. 

Some  persons  propose  that  the  debt  should  be  extinguished 
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by  compelling  every  one  who  has  property  to  give  up  so  much  of 
it.  But  how  are  we  to  compel  tliose  whose  whole  property 
consists  in  their  abilities,  to  give  up  a  part  of  it  ?  No  doubt  it  is 
possible  to  confiscate  material  property.  If  a  man  has  a  hundred 
acres  of  land,  or  a  thousand  pounds,  the  State  may  take  away  ten 
acres  of  land,  or  a  hundred  pounds  of  his  money,  one-tenth  of  his 
capital ;  but  how  is  the  State  to  take  away  one-tenth  part  of  his 
intellectual  capital  ?  A  great  lawyer  makes,  perhaps,  £10,000  a 
year.  While  he  does  so,  his  talents  are  as  much  capital  to  him  as 
an  estate  in  land  of  £10,000  a  year  to  its  owner.  But  how  is  the 
State  to  get  hold  of  one-tenth  of  his  capital  ?  Is  it  to  take  an 
axe  and  chop  off  a  bit  of  his  head  ?  It  is  perfectly  clear  that 
there  is  no  possible  method  of  taxing  intellectual  capital  but  by 
taxing  its  profits,  or  income.  Now  the  industry  of  every  lawyer, 
and  every  other  professional  man,  and,  in  fact,  of  every  labouring 
man,  is  as  much  pledged  for  the  payment  of  the  dividends  as  the 
incomes  of  men  of  real  estate. 

We  have  now  to  consider  what  is  the  real  weight  of  the 
National  Debt  in  the  country.  Mr.  Capps  says  that  in  1857  the 
sum  of  £6,000,000,000  may  be  thought  a  moderate  and  fSur 
estimate  of  the  national  wealth.  The  total  debt  he  estimates  at 
800  millions,  from  which  it  appears  that  the  debt  would  be  almost 
one-seventh  of  the  property. 

Now  all  such  estimates  of  the  wealth  of  the  country  are  mere 
delusions  and  snares.  No  Government  inquiry,  much  less  any 
single  writer,  ever  could  have  any  valuation  of  the  wealth  of  the 
country  which  would  be  of  service  in  a  scientific  point  of  view. 
We  will  be  bound  to  say  that  in  this  estimate  all  intellectual 
capital  and  incorporeal  estate  is  wholly  neglected,  which  all 
contributes  to  the  payment  of  the  dividends. 

,It  is  perfectly  manifest  that  the  true  way  of  estimating  the 
weight  of  the  debt  is  to  compare  the  interest  payable  for  the  debt 
with  the  general  income  of  the  people  of  the  country.  The  nation 
is  bound  to  pay  about  30  millions  a  year  out  of  its  income,  to  the 
fundholders.  What  proportion  then  does  that  sum  bear  to  the 
income  out  of  which  it  is  paid  ?  That  is  clearly  the  true  weight 
of  the  debt. 

Mr.  Capps  says  that  in  1857  the  income  of  the  country  might 
be  taken  at  between  5  and  6  hundred  millions.  Adopting  this 
estimate  for  the  sake  of  argument,  it  is  quite  clear  that  the  weight 
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of  the  debt  is  as  80  to  600,. or  one-twentieth  part  As  a  matter 
of  fact,  however,  we  belieye  this  estimate  of  the  income  of  the 
country  to  be  greatly  underestimated ;  and  that  even  at  that  time 
it  was  much  nearer  1,000  millions  than  600  millions ;  and  this 
would  make  the  debt  only  about  one  thirty-third  part  of  the 
income  of  the  country.  Since  then,  the  debt  itself  has  diminished, 
and  the  income  of  the  people  has  greatly  increased,  so  that  the 
oomparatiye  weight  of  the  debt  has  considerably  diminished  i 
probably  at  the  present  time  it  does  not  amount  to  the  fortieth 
part  of  the  income  of  the  country. 

8.  Mill  then  says  that  '^  the  cancelling  of  the  debt  would  be  no 
destruction  of  wealth,  but  a  transfer  of  it,  a  wrongfid  transfer  of  it 
from  certain  members  of  the  community  for  the  profit  of  the  QoTem- 
ment,  or  of  the  taxpayers.  Funded  property,  therefore^  cannot  be 
ooimted  as  part  of  the  national  wealth  I !  This  seems  to  be  a  most 
extraordinary  conclusion.  A  tramfer  of  wealth,  in  no  case  that  we 
can  imagine  is  the  destruction  of  it.  But  Mill  says,  that  because 
the  transfer  of  it  is  not  the  destruction  of  it,  it  is  not  to  be  counted 
as  part  of  the  national  wealth.  A  highwayman  knocks  down  a 
trayeller  and  robs  him  of  his  watch  and  his  money  :  now  this  is 
only  the  transfer  of  the  watch  and  the  money  ;  it  is  not  a  destmc- 
tion  of  them :  thebefobe  the  money  and  the  watch  are  no  part 
of  the  national  wealth  I  A  servant  robs  his  master  :  that  is  only 
a  transfer  and  not  a  destruction  of  wealth  ;  therefore^  the  thing 
stolen  is  no  part  of  the  national  wealth  I  We  wonder  what  kind 
of  syllogism  leads  to  such  a  conclusion  7 

4.  Mill  then  says  that  Statisticians  who  include  the  income  of 
the  fnndholders  in  the  general  income  of  the  country  commit  an 
error.  That  the  taxpayers  who  provide  fands  to  pay  the  fdnd- 
holders  have  these  sums  already  counted  in  their  incomes  ;  and 
that  to  count  them  as  a  separate  income  of  the  fundholders  is  to 
count  the  same  sum  twice  over. 

This  argument  is  somewhat  specious,  and  requires  investigation. 
Now  if  it  wero  true,  it  is  quite  clear  that  it  must  be  extended  to 
many  classes  besides  fundholders  :  to  all  persons  in  fact  who  ro- 
oeive  their  incomes  out  of  the  taxes  which  are  paid  out  of  the 
general  income  of  the  country.  Thus  the  Civil  List  of  the  Crown 
ought  to  be  excluded  from  the  catalogue  of  national  incomes,  so 
ought  the  whole  pay  of  the  military  and  naval  professions  :  so  the 
whole  administration  of  the  civil  service  from  the  Prime  Minister 
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and  the  Lord  Chancellor  down  to  the  humblest  policeman :  bo  the 
income  of  tlie  Judges  of  all  sorts  and  the  Law  Officers  of  the  Crown. 
If  Mill's  argttinent  be  true  the  incomes  of  all  these  persons  must 
also  be  excluded  Ikom  the  catalogue  of  national  income,  because 
they  all  stand  on  tb^  same  footing  as  the  fundholders :  they  are 
all  paid  out  of  the  taxos  of  the  country.  Are  believers  in  Mill 
prepared  to  adopt  these  oimclusions  ?  If  his  argument  be  true, 
how  can  they  escape  from  theoi? 

But  if  Mill's  argument  be  true^  it  must  be  immensely  extended. 
The  income  of  railways  is  paid  out  of  the  general  income  of  the 
country,  just  as  much  as  the  income  of  the  fundholders.  Only  in 
one  case  the  taxation  is  yoluntary,  in  the  other  compulsory.  It  is, 
therefore,  wrong  to  reckon  the  income  of  railways  separately.  But 
the  fact  is,  to  make  the  matter  short,  a  slight  consideration  will 
shew  that  the  income  of  every  trade,  business,  and  undertaking 
whatever,  in  succession,  is  paid  out  of  the  general  inccune  of  the 
country. 

14.  We  may  state  the  proposition  in  this  form.  Every  mari% 
income  is  paid  outof  (hs  income  ofeorne  one  else. 

The  doctrine  stated  thus  abruptly  may  startle  some  persons  and 
may  seem  like  a  paradox :  nevertheless,  a  very  slight  examination, 
wiUi  the  assistance  of  some  of  the  acknowledged  fondamental 
truths  of  modem  Economics,  will  very  soon  unravel  the  paradox  : 
and  it  is  contained  in  the  extract  from  Smith  we  have  already 
given,^  where  he  observes  that  the  same  pieces  of  money  pay  every 
one's  income  in  succession. 

We  need  scarcely  remind  our  readers  that  the  old  doctrine  was 
that  in  an  exchange  neither  side  gains.  Aristotle  and  Cicero  both 
maintain  this  ;  and  Luther  was  driven  into  one  of  his  customary 
fits  of  fiiry,  by  the  bare  idea  that  in  an  exchange  either  side  could 
gain,  except  by  robbing  the  other.  This  doctrine,  which  had  some 
show  of  plausibility  in  it,  gave  way  to  another  which  was  palpably 
absurd.  It  was  then  maintained,  that  in  commerce  only  one  side 
gains — the  other  loses. 

Then  mankind,  as  usual,  having  tried  every  form  of  folly,  were 
at  last,  perforce,  driven  to  adopt  the  only  remaining  conclusion, 
that  in  conmierce  both  sides  gain.  And  this  is  now  the  acknow- 
ledged doctrine  of  modern  Economics,  which  we  have  already  ftilly 
explained. 

I  Wealth  of  Naium,  B.  IL,  tk.  2.    AnU,  ck,  13,  §  62. 


818,  U.]  THB  FUNDS.  285 

The  propofiition  we  have  stated  above,  that  every  man's  income 
oomes  ont  of  the  income  of  some  one  else,  stands  exactly  on  the 
same  footing  as  the  doctrine  that  in  commerce  both  sides  gain  ;  and 
is  the  necessary  consequence  of  it. 

Now  let  ns  take  a  few  examples. 

We  have  shewn  already  that  it  is  the  wants  of  men  alone  which 
give  valne  to  the  land.  It  is  well  known  that  men  will  oontinne 
to  want  food  and  clothing,  and  therefore  owners  of  land  devote  their 
money  and  labour  in  producing  com  and  cattle.  Now  this  is  their 
capital  When  this  capital,  in  the  form  of  com,  say,  has  produced 
its  increase,  the  landlord  offers  it  for  sale  to  the  public.  The  pro- 
ceeds of  the  sale  in  ordinary  times  will  exceed  the  cost  of  produc- 
tion. Now  the  portion  of  these  proceeds  which  equals  the  cost  of 
the  investment  replaces  the  capital,  and  all  above  that  is  profit  or 
income.  No  doubt  the  landlord  might,  if  he  chose,  spend  the  whole 
proceeds  in  personal  enjoyment  and  then  it  would  not  be  capital  to 
him.  But  We  suppose  him  to  be  a  pmdent  man,  and  not  disposed 
to  diminish  his  capital.  We  may  therefore  consider,  without  error, 
all  the  excess  of  ttie  proceeds  above  the  cost  of  production,  as  profit 
or  income,  which  he  may  spend  upon  his  own  enjoyment  without 
diminishing  his  capital.  Now,  where  does  that  income  come  from  7 
Most  clearly  from  the  income  of  some  one  else. 

A  merchant,  we  will  say,  does  business  on  a  similar  principle  to 
the  landlord.  He  invests  a  sum  of  money  in  business  as  capital, 
and  that  capital  brings  him  in  a  profit,  or  income,  which  he  may 
spend  on  personal  enjoyment.  With  this  income  he  buys  com  and 
meat  from  the  landlord.  Hence  the  landlord's  income  is  derived 
fSrom  the  merchant's  income. 

Beverse  the  case.  The  landlord  has  made  an  income,  and  he 
wants  tilings  from  the  merchant  for  personal  use.  Therefore,  out 
of  his  income  he  purchases  things  from  the  merchant^  and  hence 
the  income  of  the  merchant  comes  out  of  the  income  of  the  landlord*. 

It  might,  perhaps,  be  said  by  some,  that  though  this  is  tme,  so 
Cur  as  it  goes,  yet  it  is  not  the  whole  truth.  Because  there  are 
many  traders  who^  never  deal  with  the  public,  or  ultimate  con* 
somers,  but  only  with  intermediate  consumers.  Thus  merchants 
deal  with  wholesale  dealers,  and  these  again  with  retail  dealers. 
When  the  wholesale  dealer  purchases  from  the  merchant,  he  pur- 
chases with  capital,  because  he  means  to  sell  again.  But  the  mer- 
chant of  course  must  make  a  profit ;  and  this  comes,  in  this  case. 
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from  the  capital  of  the  wholesale  dealer,  and  not  from  income. 
Bo  the  profits  or  income  of  the  wholesale  dealer  come  from  the 
capital  of  the  retail  dealer.  And  here  again  is  income  made  &on\^ 
capital. 

Bat  this  objection^  which  seems  plansible  at  first,  is  soon  dis- 
sipated, when  we  consider  that  the  ultimate  consomer  replaces  all 
these  profits  in  the  price  he  pays  for  the  article.  The  price  he 
pays  for  it  manifestly  replaces  the  capital  and  the  profits  of  all  the 
intermediate  parties,  and  consequently  the  profits  made  by  these 
intermediate  parties  is,  in  fact,  only  an  advance  of  the  profit  which 
is  to  be  recoYcred  at  a  friture  time  from  the  ultimate  consumer. 

Now,  the  very  same  mechanism  is  true  of  all  other  traders  and 
dealers  whatever.  Their  incomes  always  proceed  from  the  in- 
comes of  the  ultimate  consumers  of  the  articles  they  deal  in. 

This  is  obviously  true  of  Railways.  The  income  of  railways  evi- 
dently comes  out  of  the  incomes  of  other  classes  in  the  community, 
and  yet  the  income  of  railways  is  justly  reckoned  separately  in  the 
general  income  of  the  country. 

It  is  also  obviously  true  of  all  professional  men.  The  inoomea 
of  lawyers  and  medical  men  manifestly  come  out  of  the  incomes  of 
their  clients  and  patients.  So  the  incomes  of  actors,  and  those  of 
the  musical  profession,  evidently  come  out  of  the  incomes  of  those 
who  frequent  places  of  public  amusement.  And  the  incomes  of 
all  these  persons  are  justly  reckoned  separately  in  the  general 
income  of  the  country. 

We  will  take  a  case  even  yet  more  clear  and  decisive.  A  noble 
lord  has  an  income  of  £50,000  a  year.  He  keeps,  perhaps,  a 
French  cook  at  £300  a  year,  a  Scotch  gardener  at  £250  a  year, 
and  a  retinue  of  other  domestics.  Now  it  is  quite  evident  that  the 
incomes  of  all  his  employes  and  domestics  comes  out  of  my  lord's 
income :  and  yet  their  income  is  reckoned  separately  in  the 
income  of  tfie  country  over  and  above  and  distinct  from  my  lord's 
income.  And  my  lord  pays  income  tax  on  his  income  ;  and  each 
of  his  employes,  whose  income  is  above  the  limit,  pays  income  tax 
on  his  income.    And  justly  so. 

Thus  we  arrive  at  this  general  truth,  after  exhausting  the  whole 
catalogue  of  incomes  in  succession — that  the  income  of  every  man 
is  made  up  by  driblets  out  of  the  incomes  of  other  people ;  and 
every  man's  income  (at  least,  of  those  who  spend  it)  goes  to 
make  up  the  incomes  of  all  the  persons  he  deals  with,  directly 
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and  indirectly.  And  all  this  manifestly  flows  from  the  fact 
observed  by  Smith,  that  the  same  pieces  of  money  pay  eyery 
one's  income  in  succession  by  endless  circulation. 

Hence,  whenever  there  is  exchange  of  money  for  services 
tliere  is  a  profit,  and  income.  Now  the  judges  perform  a  public 
service,  and  consequently  tlt6  salaries  they  receive  from  the  public 
are  justly  reckoned  as  income,  although  they  are  paid  out  of  the 
taxes.  It  is  precisely  the  same  with  soldiers  and  sailors ;  they 
perform  a  public  service,  and  the  pay  they  receive  is  justly  reckoned 
in  the  general  income  of  the  country,  just  as  the  services  of  the 
French  cook  and  Scotch  gardener  are  reckoned  in  the  general 
income  of  the  country,  although  the  wages  they  receive  come  out 
of  my  lord's  income  which  has  already  paid  income  tax. 

The  same  argument  exactly  applies  to  the  fandholders ;  they  do 
a  service  to  the  nation  by  lending  it  money  for  any  national 
emergency,  and  the  annuity  they  receive  in  exchange  for  this 
service  is  truly  income  to  them,  and  to  be  reckoned  as  part  of  the 
general  income  for  the  same  reason  that  the  incomes  of  soldiers, 
sailors,  judges,  &c.,  are. 

These  considerations  satis&etorily  prove,  we  think,  that  Mill's 
objection  to  the  incomes  of  the  fimdholders  being  reckoned 
separately,  as  well  as  the  incomes  of  the  general  public,  is  not 
well  founded. 

15.  But  we  have  still  to  investigate  another  question.  Are 
the  funds  separate  property?  Are  we  to  conclude  that  they  are 
part  of  the  wealth  of  the  nation?  Now  to  determine  this,  we 
must  not  let  dust  be  thrown  in  our  eyes  by  names,  but  we  must 
look  to  the  nature  of  the  thing. 

Let  us  suppose  that  a  country  was  subject  to  inundations  of  the 
sea :  and  that  to  preserve  the  lives  and  property  of  its  inhabitants 
it  should  be  absolutely  necessary  to  erect  vast  sea-dykes.  Now,  as 
these  sea-dykes  would  be  for  the  general  benefit,  it  is  manifestly 
just  that  all  the  inhabitants  should  contribute  to  their  formation 
and  maintenance.  Now,  suppose  that  the  Government,  wanting 
to  execute  the  work  quickly,  borrows  large  sums  of  money  upon 
the  promise  to  pay  interest  for  it  out  of  the  taxes  of  the  country. 
The  money  borrowed  to  erect  the  sea-dykes  is  withdrawn  from 
other  purposes ;  and  if  it  had  not  been  spent  in  erecting  sea- 
dykes,  something  else  might  have  been  created  with  it.    But  this 
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is  evident — £he  sea-dykee  are  something.  The  people  of  tiie 
oonntry  wanting  them  have  paid  money  for  them,  and  therefore 
they  are  to  be  placed  in  the  same  category  as  any  other  property. 
It  is  eyident  that  the  sea-dykes  of  Holland  are  fixed  Gi^ital  to 
the  country. 

Now  let  US  suppose  that  in  order  -to  make  the  original  loans 
more  generally  usefol  and  convenient  for  the  lenders,  the  Govern- 
ment makes  the  certificates,  or  vonehers  of  the  loans,  and  the  right 
to  receive  interest,  transferable — ^wonld  they  not  be  separate  and 
independent  property  ?  Call  it  by  what  name  we  please — stock, 
ftmdiB,  or  public  debts — ^it  is  perfectly  evident  that  it  is  independent 
property. 

Now  such  a  country  is  Holland,  which  draws  20  feet  of  water. 
The  sea-dykes  of  Holland  were  formed,  and  are  maintained,  at  a 
great  expense. 

Now  let  us  ask  this  question,  are  the  sea-dykes  of  Holland  part 
of  the  wealth  of  Holland?  Under  the  peculiar  circumstances  of 
that  country,  they  are  wanted ;  they  are  usefol :  they  are  the  result 
of  human  labour ;  and  they  are  embodied  in  a  material  form. 
Taking  the  very  narrowest  view  of  wealth  that  any  Economist 
has  taken,  these  sea-dykes,  under  the  peculiar  circumstances  of 
the  case,  answer  all  the  conditions  of  wealth.  It  is  perfectly  dear 
that  they  stand  in  just  the  same  position  as  roads,  canals,  and 
railways,  and  a  great  quantity  of  the  other  fixed  capital  of  the 
country.  The  people  continually  want  them,  and  they  pay  a 
portion  of  their  annual  income  to  the  persons  who  made  them, 
and  that  forms  the  income  of  the  persons  who  constructed  them, 
and  is  justly  reckoned  as  a  separate  item  in  the  catalogue  of  the 
general  income  of  the  country. 

So  the  stock  of  any  public  company  engaged  in  any  trading 
enterprise  is  manifestly  part  of  the  wealth  of  the  country.  But 
the  value  of  this  stock  manifestly  depends  upon  the  income  which 
accrues  to  the  company,  and  that  income  is  derived  from  the 
incomes  of  the  general  community.  The  subject  of  shares  in 
public  companies  is  more  fully  considered  farther  on. 

It  is  perfectly  manifest  that  the  public  funds  are  property 
analogous  to  the  stock  or  shares  of  any  public  trading  company. 
For  a  country  may  have  other  enemies  besides  the  sea.  She  may 
have  human  enemies,  and  it  may  be  necessary  to  raise  fleets  and 
armies  to  defend  her  existence.   And  to  preserve  her  security  from 
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these  enemies  it  may  be  necessary  to  borrow  large  smns  of  money 
upon  the  promise  of  paying  an  annual  interest  for  it  ont  of  the 
income  of  the  country,  and  the  shares  of  those  who  advance  this 
money  may  be  made  transferable,  and  are  the  public  Amds,  or 
public  debts. 

Now  it  is  evident  that  the  ftands,  created  to  obtain  this  moral 
security,  are  just  as  much  separate  property  as  the  funds,  or  stock, 
created  to  obtain  the  material  security  of  the  sea-dykes.  In  either 
case  it  is  a  service  done  to  the  general  public,  who  have  to  pay  for 
it  out  of  their  general  income,  just  as  they  pay  for  every  other 
service  whatever.  And  the  incomes  of  tJiose  who  render  this 
service  stand  in  the  same  position  as  the  incomes  of  those  who 
render  any  other  service  whatever. 

These  considerations  manifestly  shew  that  the  funds,  or  public 
debts,  are  property,  as  much  as  any  other  property,  and  they  are 
properly  reckoned  as  independent  items  in  the  general  property 
of  the  country.  No  doubt  the  money  might  have  been  spent 
in  some  other  way,  and  some  other  product  might  have  been 
obtained  instead.  It  is  also  true  that  the  expenditure  may  have 
been  injudicious,  and  other  things  might  have  been  produced 
which  would  have  been  more  advantageous  for  the  country,  but 
these  considerations  in  no  way  affect  their  existence  as  property. 

The  argument  of  Mill,  then,  is  wholly  erroneous  as  applied  to 
ftmdholders :  the  case  to  which  it  would  apply  is  where  a  father 
makes  his  son  an  allowance,  as,  for  instance,  to  keep  his  son  at 
college :  in  this  case  the  youth  does  nothing  to  earn  an  income :  it 
is  a  pure  gratuity :  it  comes  out  of  his  father's  income :  and  is  no 
more  to  be  reckoned  as  part  of  the  income  of  the  country  than 
the  sum  spent  in  maintaining  children  in  their  father's  house  is 
part  of  the  income  of  the  country.  Suppose,  however,  a  &ther 
has  a  son  in  the  Guards,  and,  finding  his  pay  not  sufficient  to 
enable  him  to  maintain  him  suitably  to  his  position  in  society, 
makes  him  an  allowance ;  then  the  pay  he  receives  is  part  of  the 
income  of  the  country,  because  it  is  earned  in  exchange  for  a 
service  done;  the  allowance  which  he  receives  from  his  father 
is  not  income :  it  is  mere  expenditure  on  the  part  of  the  father, 
and  not  to  be  counted  as  income ;  but  the  interest  paid  to  the 
fimdholders  is  a  sum  given  in  exchange  for  a  service  rendered, 
and  therefore  it  is  income. 

The  true  reason,  therefore,  why  the  funds  are  property,  and  the 
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inoomes  of  the  fdndholders  are  to  be  reckoned  as  part  of  the 
general  incomes  of  the  country  is,  that  they  are  payments  made  in 
exchange  for  services  done.  And  to  make  this  still  more  clear,  we 
may  take  as  examples  the  cases  of  persons  who  do  not  receive 
permanent  salaries  for  continuous  services  rendered  to  the  State, 
like  judges,  and  public  officials,  but  those  who  do  it  a  temporary 
service,  like  public  contractors.  Suppose,  for  example,  the 
Government  contracts  with  a  private  shipbuilder  to  build  them 
some  iron-clads :  then  the  money  earned  by  the  shipbuilder  is  part 
of  the  general  income  of  the  country,  precisely  in  the  same  way 
as  if  he  had  built  them  for  private  persons :  and  yet  it  comes  out 
of  the  general  taxes  of  the  country.  The  same  principle  applies 
to  all  other  public  contractors ;  army  contractors  of  all  sorts,  con- 
tractors for  supplying  clothing,  arms,  rum,  bacon,  beef,  and  other 
stores  of  all  sorts.  So  contractors  for  building  the  great  public 
offices  ;  and  all  other  public  contractors  whatever.  The  incomes 
of  all  these  contractors  are  reckoned  as  part  of  the  general  income 
of  the  country,  precisely  in  the  same  way  as  if  they  had  per- 
formed these  contracts  for  private  persons.  And  if  these  incomes 
are  part  of  the  general  income  when  the  services  are  performed 
to  private  individuals  how  can  they  cease  to  be  so  when  per- 
formed for  the  Stete,  which  is  only  an  aggregate  of  private 
individuals,  and  who  pay  the  price  of  these  services  in  taxes  ? 
Such  an  idea  is  manifestly*  absurd  on  the  face  of  it.  Now  the 
case  of  the  fundholders  is  precisely  similar  to  these  great  public 
contractors.  They  do  a  service  to  the  nation  by  lending  their 
money  to  the  State  for  some  public  want,  and  they  have  the  same 
right  to  be  paid  for  this  service,  as  all  these  other  public  contractors 
have ;  and  their  income,  t.  «.,  the  funds,  is  part  of  the  general 
income  of  the  country,  just  as  much  as  the  incomes  of  the  other 
public  contractors. 

In  the  preceding  extract  we  see  another  example  of  Mill's 
confusion  in  the  use  of  the  word  Wealth.  He  says — "in  the 
wealth  of  mankind  nothiug  is  included  which  does  not  of  itself 
answer  some  purpose  of  use  and  pleasure."  But  he  says — **  to  an 
individual  anything  is  wealth  which,  though  useless  in  itself, 
enables  him  to  claim  from  others  a  part  of  their  stock  of  things, 
useful  or  pleasant."  Thus  the  essence  of  "national"  wealth, 
according  to  Mill,  consists  in  utility  or  pleasure ;  the  essence  of 
"  individual "  wealth,  in  exchangeability.    It  is  needless  to  point 
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out  that  such  a  distinction  between  "twtional  **  and  "  individual " 
wealth  is  utterly  unphilosophical  and  inadmissible.  If  the  essence 
of  individual  wealth  consists  in  "purchasing  power"  or  exchange- 
ability,  the  essence  of  national  wealth  must  equally  consist  in 
purchasing  power.  A  merchant's  credit,  according  to  Mill  and 
popular  ideas,  is  his  purchasing  power:  if  individual  wealth 
resides  in  exchangeabihty  or  purchasing  power,  the  essence  of 
national  wealth  must  equally  reside  in  purchasing  power.  A 
merchant's  credit,  according  to  Mill,  is  his  purchasing  power  ;  so 
the  public  credit  is  the  purchasing  power  of  the  nation.  A 
private  debt  is  the  Sight  of  the  creditor  to  demand  a  sum  of 
money  from  a  private  person  ;  a  public  debt  is  the  Sight  of  the 
creditor  to  demand  a  sum  of  money  from  the  State.  Where  is 
there  any  distinction  in  nature  between  these  Sights  and  Duties  ? 
It  is  obvious  there  is  none.  These  Sights,  public  and  private, 
are  saleable,  therefore  they  are  equally  wealth,  and  for  the  same 
reason. 

On  Tithes. 

16.  We  now  come  to  another  species  of  Incorporeal  Property 
of  great  importance.  Tithes. 

In  ecclesiastical  law.  Tithes  are  the  Sight  to  demand  the  tenth 
part  of  the  yearly  profits,  or  increase,  from  the  land ;  the  stock 
upon  land ;  and  the  personal  industry  of  the  inhabitants. 

Tithes  of  the  increase  of  the  land  itself,  such  as  com,  hay, 
hops,  fruits  of  all  sorts,  are  called  pradial  Tithes ;  Tithes  from 
the  increase  of  the  stock  upon  land,  such  as  calves,  lambs,  pigs, 
poultry,  eggs,  butter,  cheese,  &c.,  are  called  mixed  Tithes ;  and 
Tithes  from  the  profits  of  personal  industry  of  all  sorts,  handi- 
crafts, arts,  and  professions,  are  oslSkA  personal  Tithes. 

And  here  it  may  be  remarked  that  Tithes,  Hke  an  Annuity,  do 
not  mean  the  things  actually  paid,  the  com,  the  calves,  the  money, 
but  the  Sight  to  demand  them.  And  as  it  is  by  no  means  im- 
probable that  there  may  be  an  inquiry  into  the  nature  of  these 
rightfi  before  long,  it  will  be  of  some  advantage  to  give  a  succinct 
history  of  their  origin  :  and  for  this,  it  may  be  as  well  to  say,  once 
for  all,  that  we  are  chiefly  indebted  to  Selden  and  Spelman. 

All  nations  of  antiquity  seem  to  have  considered  the  tenth 
part  of  the  profit  from  any  source  as  the  portion  due  from  the 
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reyerenoe  of  mankind  to  tfie  Deity.  The  laws  regarding  the 
payment  of  tithes  among  the  Jews  are  too  well  known  to  require 
to  be  quoted  here.  But  we  may  observe  that  the  Jewish  doctors 
themselyes  held  that  the  payment  of  them  was  limited  to  the  land 
of  Israel.  Jews  in  foreign  lands  paid  none ;  neither  were  any 
paid  after  the  destruction  of  the  second  temple,  even  in  Canaan, 
because  there  was  no  priesthood  to  pay  them  to. 

The  Syrians,  the  Phoenicians,  Arabians,  Ethiopians,  Cartha- 
ginians, Bomans,  and  Greeks,  all  held  the  same  opinion.  The 
Pelasgi  who  settled  in  Italy  gave  the  tenth  of  Ihe  profits  of  thdr 
maritime  trading  to  Apollo  at  Delphi,  according  to  the  command 
of  the  oracle  of  Dodona.^  It  was  the  custom  of  wealthy  Bomans  to 
dedicate  a  tithe  of  their  profits  to  Hercules.  This  custom  was 
said  to  have  been  introduced  by  Becaranus  in  the  time  of 
Evander,  when  he  recoTcred  his  cattle  which  Cacus  had  stolen. 
This,  however,  was  a  voluntary  custom,  not  enforced  by  any  law, 
civil  or  religious.  It  extended  to  money  gained  by  trafficking, 
and  to  the  spoils  of  war.  Thus  the  parasite  says  he  must  gain  as 
much  as  he  can  that  he  may  offer  the  tenth  to  Hercules — 

'*  H»o  veniiBse  jam  est  opns  qaantmn  potest, 
XJti  deooznam  partem  Heronli  poUnceam."s 

Lucius  Mummius  offered  a  tenth  of  the  spoils  of  Corinth  to 
Hercules.  Hence  the  tenth  was  often  called  pars  Herculanea; 
and  several  other  authors  speak  of  this  custom. 

They  often,  however,  offered  tithes  to  other  Deities.  Camillus 
devoted  a  tenth  of  the  spoils  to  Apollo  ;^  Postumius,  the  Dictator, 
offered  a  tenth  of  his  spoils  to  Ceres,  Bacchus,  and  Proserpina  : 
Fortune  and  Mercury  aJso  received  the  tithes  from  travellers  and 
tradesmen.  This  custom  continued  during  the  Empire,  and 
Justinian  enacted  that  if  any  person  died  having  vowed  tithes, 
his  heir  should  be  bound  by  the  vow.  And  the  same  law  was  held 
good  among  the  Christians. 

The  Greeks  frequently  offered  their  tithes  to  Apollo,  who  seems 
to  have  been  their  principal  favourite  in  this  respect :  but  Jupiter 
Olympius,  Neptune,  Diana  of  Ephesus,  Juno,  and  Pallas,  some- 
times shared  these  honours.  The  Carthaginians  sent  a  tithe  of 
Sicilian  spoils  to  Hercules  at  Tyre  ;  and  the  Arabians  had  a  law 
that  every  merchant  should  carry  his  frankincense  to  their  chief 

1  Dumy9.  Hal.,  I.  1.       >  Plautus  in  SHcho,  I.  221.        ^  piMtarck  in,  CamOL 


cit;  Sabota,  and  ofT^r  a  tenth  of  it  to  Sabis ;  and  uo  salo  was 
allowed  till  it  was  paid.^ 

17.  For  four  hundred  yeara  after  the  foundation  of  Christianity 
there  ia  no  vestige  of  any  such  right  as  Tithea  being  claimed  or 
allowed  in  the  church.  The  bounty  of  the  early  converts  far 
exceeded  a  tithe.  At  Jerusalem,  certainly,  the  infant  sect  attempted 
fbr  some  time  a  coromunity  of  goods.  Philo  Judfeos  says  that  in 
Egypt  and  many  other  provinces  the  Christians  lived  together  in 
aouiuties,  in  monasteries,  where  none  possessed  private  property  ; 
lan  was  ricii  and  none  poor :  all  divided  their  substance  with 
the  necessitous.  Tliis  community  of  goods,  however,  was  not 
generally  adopted:  the  disciples  at  Antioch  had  separate  pro- 
perty:' and  St.  Paul  directed*  the  converts  at  Corinth  and  in 
.Calatia  to  make  weekly  collections,  when  every  one  should  give 
according  to  his  ability.  For  these  weekly  offerings,  montlily 
collections  were  afterwards  substituted,  called  stipes,  the  name 
given  to  the  collections  made  by  the  heatheos  for  their  temples 
and  deities.  Dionysius  Corintluus  in  a  letter  to  Sotor,  Bishop 
of  Rome,  170  A.D.,  congratulates  him  on  the  liberahty  of  the 
Boman  chnrch :  and  this  continued  up  at  least  till  the  greut 
{tersecution  under  Maximiniau  and  Diocletian  in  304,  as  Eusebius 
testifies. 

So  Tertallian,  about  200  A.D.,  speaking  of  the  flourishing 
condition  of  the  African  and  other  churches,  says  that  whatever 
they  had  in  their  treasury  was  not  raised  by  tases  as  the  price  of 
■Teligion :  every  one  brings  his  modest  offering  once  a  mouth,  or 
when  he  pleases,  and  how  be  can.  No  one  is  obliged,  but  con- 
tribnt£fl  of  his  own  accord.  These  are  considered  as  pledges  of 
devotion,  and  are  not  spent  in  eating,  drinking,  and  feasting,  but 
in  enpporting  and  burying  the  [Mor,  and  destitute  orphans,  the 
old  and  sick,  and  otiier  charitable  purposes. 

Urban,  Bishop  of  Rome,  227  A.D.,  first  ordained  that  the 
Cliorch  might  receive  lands,  and  that  they  should  not  belong  to 
any  private  individual,  but  that  tJieir  revenues  should  be  distri- 
bat«d  proportiouably  to  every  one.  Origen*  also  asserts  it  to  be 
nUcrly  unlawful  for  Christian  Ministers  to  possess  any  lands,  and 
tbat  their  rents  should  be  distributed  among  the  necessitous ;  and 
1  M«!)  Hill.,  12,  t.  32. 
*  Am.  11.  29.  '  1   Cor..  16.  2.  '  UomiL.  16.  in  aeiiei. 
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that  ministers  should  not  have  more  than  enough  for  their  simple 
diet  and  clothing.  Stewards,  named  CEconomi,  were  appointed  to 
manage  the  property  of  the  church. 

Origen  seems  to  have  been  the  first  who  began  to  affirm  that 
Tithes  are  due  by  Divine  Law.  He  has  a  homily  on  the  first 
fruits  of  the  Law,  in  which  he  says  that  some  things  of  the 
Mosaic  Law  are  to  be  literally  observed,  and  among  these  he 
names  first  fruits  and  tithes.  But  no  other  writer  of  the  church 
seems  for  a  long  time  to  have  repeated  that  opinion.  Cyprian, 
writing  about  half  a  century  later,  blames  the  general  coldness  of 
the  devotion  in  his  day,  and  the  neglect  of  giving  offerings,  com- 
pared with  the  liberality  of  former  times,  and  says — "  but  now  we 
do  not  even  give  tithes  of  our  substance."  ^  And  until  the  end  of 
the  fifth  century  there  are  no  authentic  documents  to  shew  that 
there  was  any  payment  to  the  Church  of  any  tenth  part,  as  a 
Tithe,  claimed.  Whatever  may  have  been  the  case  in  other  parts, 
the  oblations  of  the  Christians  at  Rome  so  enriched  the  clergy 
that  Anunianus  Marcellinus  says  that  their  wealth  was  much 
wondered  at,  and  envied  :  and  St.  Chrysostom  preached  a  sermon 
expressly  against  those  who  envied  the  clergy  their  wealth,  which 
he  said  came  only  from  the  voluntary  offerings  of  the  faithftd. 

Some  alleged  constitutions  of  the  Church  assert  the  divine 
right  of  Tithes ;  but  Selden  has  shewn  that  these  are  notorious 
forgeries ;  and  none  of  the  Councils  of  the  Church  for  600  years 
make  any  mention  of  tithes,  even  in  those  canons  relating  to  the 
lands,  goods,  offerings,  and  other  revenues  of  the  Church. 

But  about  the  end  of  the  fifth  century  a  custom  began  gradually 
to  grow  up  of  endowing  churches  with  tithes,  for  the  payment  of 
the  abbots,  the  poor,  and  the  clergy ;  and  as  voluntary  liberality 
waxed  colder,  the  duty  of  paying  them  began  to  be  asserted  more 
strongly  and  distinctly. 

That  intrepid  prelate,  St.  Ambrose,  Bishop  of  Milan,  was  the 
first  boldly  to  assert  that  tithes  are  due  by  divine  right.  In  a 
sermon  on  repentance,  he  says — **  It  is  not  sufficient  for  us  to  bear 
the  name  of  Christians,  if  we  do  not  do  Christian  works.  God 
orders  that  tithes  are  to  be  demanded  of  us  every  year  of  all  fruits, 
cattle,  &c." — "  Whosoever  is  conscious  that  he  has  not  faithfully 
paid  his  tithes,  let  him  immediately  amend  his  fault,  and  faithfully 
pay  his  tithes,  and  not  offer  less  to  God  at  any  time,  of  his  com, 

*  Ih  unitaU  Eccluia^  §  23. 
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or  faie  wine,  of  the  finite  of  bis  fcrees,  of  hfs  cattle,  or  h\s  garden, 
or  his  business,  or  his  hunting.  God  has  reserred  to  himself  tho 
tenth  part  of  all  the  subsUinc^e  he  has  given  to  men  ;  and  ihcrefure 
it  is  not  lawful  for  man  to  keep  to  himself  what  God  has  rcBerved 
for  Himself,"  St.  Augustine,  Bishop  of  Hippo,  is  equally  em- 
phatic in  eulbrciDg  tliis  dutj,  and  says  that  if  they  have  no  iVuita 
of  the  earth  to  offer  they  should  pay  a  tithe  of  whatever  they  live 
by — "  Whatever  mode  of  living  supports  you  is  of  Ood :  and 
hence  he  esacia  a  tenth  part  of  your  income ;  render  a  tithe  of 
the  spoils  of  war,  of  the  profit*  of  trading,  and  manual  labour." — 
"  Tithes  are  demanded  of  right ;  and  he  who  roftises  to  pay  them 
ro^«  the  property  of  another."  He  adopts  all  the  te.xte  out  of 
the  Old  Testament,  and  gives  many  other  strong  injunctions 
respecting  them,  and  says  that  the  non-payment  of  them  has  been 
the  canse  of  many  national  calamities. 

About  this  time  the  custom  of  paying  tithes  of  all  fruits  was 
generally  established  in  Egypt  as  well  as  in  Panuonia.  In  a 
ProviDcial  Council  at  Macon  in  58(j  A.D.  the  payment  of  tithes 
into  the  hands  of  the  ministers  of  the  Chureli  is  spoken  of  ns  of 
considerable  autiquity,  and  grouidcd  njton  the  Mosaic  Law,  which 
they  say  is  to  be  preserved  intact  by  the  Christians.  This  is  the 
first  authentic  cauon  on  the  subject,  but  it  was  not  received  into 
tbe  general  body  of  ecclesiastical  law.  Leo  the  Great,  tiiough  he 
exbortB  Christians  to  be  liberal  in  their  offerings,  does  not  mention 
any  specific  qnantify.  St.  Jerome  and  St.  Chrysoston  do  not, 
indeed,  affirm  it  to  be  a  legal  duty  to  pay  tithes,  but  they  exhort 
Christians  to  be  not  less  liberal  in  their  offerings  than  the  Jews  ; 
and  say  that  they  sliould  not  give  less  than  a  tenth  of  all  proiita 
giiiiied  either  from  the  earth,  or  by  trade,  or  by  any  other  just 
employment  of  person  or  estate.  These  opinions  prove  that  no 
right  to  demand  tithes  was  as  yet  established :  and  this  is  cou- 
finncd  by  Agobard,  Bishop  of  Lyons,  who  in  a  treatise  on  the 
ditpeusiition  of  church  revenues  expressly  denies  that  before  his 
time  any  synod  or  general  dootrlue  of  the  Church  had  determined 
or  ordained  anything  toudting  the  quantity  that  should  be  given 
eiliier  for  the  maintenance  of  [jriests,  or  the  building  of  churches. 

Nevertheless,  the  opinion  that  tithes  are  due  by  Divine  Bight 
gradually  became  stronger,  and  was  zealously  enforced  by  the 
clergy,  and  numerous  consecrations  were  made  to  several  churches. 
rejiiu,  the  ancestor  of  Charlemagne,  endowed   the  church  of 
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Utrecht  with  all  tithes  of  slaves,  lands  and  taxes,  trading  and 
other  property. 

And  at  this  time  the  well  known  quadripartite  division  of 
these  offerings  was  made :  one  part  for  the  maintenance  of  the 
ministers ;  a  second  for  the  relief  of  the  poor,  sick,  and  strangers; 
the  third  for  the  repair  of  the  church ;  and  the  fourth  for  the 
Bishop.  And  this  was  confirmed  by  a  Law  of  Charlemagne  in 
778  A.D.y  in  a  general  assembly  of  his  Estates,  both  spiritual  and 
temporal.^ 

The  doctrine  that  tithes  are  due  by  divine  right  was  now 
repeatedly  asserted  in  several  councils,  as  by  that  of  Mentz  in  813, 
and  many  others,  grounded  as  well  on  the  Levitical  Law  as  on  the 
examples  of  Abraham  and  Jacob.  Walafrid  Strabo,  about  840, 
says — "  Abraham  shews  by  his  deeds  and  Jacob  by  his  promises 
that  tithes  are  to  be  given  to  God  and  his  priests  :  then  the  law 
enjoined  it,  and  all  the  Doctors  of  the  Church  repeat  it."  They 
were  called  res  DominiccB,  Dominica  substantia,  and  Dei  census. 
They  were  also  called  patrimonia  pauperumy  trtbuta  egenHum 
animaruniy  stipmdia  pauperum,  hospitium  peregrinorwn.  Pope 
Alexander  II.,  in  advance  of  Leo,  says  in  a  letter  to  the  Bishop 
of  Reims,  that  they  were  not  instituted  by  man,  but  by  Qod. 
Pope  Coelestin  III.  also  asserts  that  a  true  believer  is  bound  to 
pay  tithes  on  all  he  may  lawftilly  acquire.  Innocent  III.  afiserts 
that  God  has  ordained  that  tithes  should  be  paid  to  Him  in  recog- 
nition of  His  universal  dominion.  The  General  Council  of  the 
Lateran  in  1215  confirmed  this,  for  the  first  time  making  it  a 
general  law  of  the  Church,  as  well  as  of  the  Empire.  The  clergy 
now  universally  pressed  their  penitents  with  the  question  whether 
they  had  duly  paid  their  tithes,  and  if  they  had  neglected  to  do  so 
imposed  a  penalty  of  fourfold  the  amount,  and  a  penance  of  bread 
and  water  for  twenty  days.  This  was  now  an  integral  part  of  the 
Canon  Law  ;  and  there  was  no  difference  made  as  to  the  nature 
or  the  source  of  the  increase  :  the  tenth  of  all  profits  or  increase, 
prsedial  as  well  as  personal,  was  held  to  be  due. 

Pope  Innocent  lY.  makes  it  a  wonder  to  see  any  man  deny 
that  personal  tithes  are  due  by  Divine  Law.  The  learned 
Alexander  Hales  asserts  that  personal  as  well  as  prsedial  tithes 
are  due  by  Divine  Law.  At  Venice  and  other  cities  where  there 
could  be  no  prsedial  tithes,  personal  tithes  were  enforced  by 
positive  law. 
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18.  The  clergy  in  England  also  asserted  that  tithes  are  due  by 
divine  right.  In  a  collection  of  canons  made  about  the  time  of 
Heniy  I.,  which  were  alleged  to  be  of  the  eighth  century,  one 
enjoins  the  clergy  to  teach  that  tithes  are  due  by  the  law  of  God  ; 
of  which  one  part  is  to  bo  dedicated  to  the  church  ;  a  second  to 
the  poor  and  strangers :  and  the  third  to  the  clergy. 

The  first  legal  enactment  of  tbera  seems  to  have  been  by  Offa, 
King  of  Mercia,  and  Aclfwold,  King  of  Northumberland,  who 
held  a  synod  in  786  A.D.  under  two  legates  from  Pope  Hadrian 
I.,  attended  by  all  the  great  men  of  the  kingdom,  and  it  was 
ordained  tbat  every  one  should  pay  tithes  of  all  bia  possessions. 
This  was  confirmed  in  900  A.D.  in  a  treaty  between  Alfred  and 
Gnthrun  the  Dane,  to  whom  some  of  the  eastern  provinces  were 
given  to  hold  of  the  crown,  aod  penalties  were  enacted  for  their 
non-payment.  Similar  enactments  were  repeated  by  Atlielstan  in 
330,  Edmund  in  940,  Edgar  in  970,  and  Etheked  in  1010,  which 
need  not  be  qnoted,  aa  they  contain  nothing  new,  Edward  the 
Confessor,  as  might  be  expected,  was  very  minute  in  his  directions 
as  to  tithcB,  and  after  enumerating  every  species  of  the  produce 
of  Innd  and  cattle,  he  expressly  orders  them  to  be  paid  for  business 
and  everything  which  God  has  given. 

After  the  Conquest  the  injunctions  as  to  the  payment  of  tithes 
were  repeated  in  many  synods,  and  the  frequency  of  these 
enactments  would  certainly  seem  to  shew  that  they  were  generally 
evaded  or  neglected.  To  put  a  stop  to  this,  as  well  as  to  tlie 
scsndalB  and  quarrels  which  arose  as  to  the  persons  to  whom  they 
were  paid,  a  still  more  stringent  canon  was  mode  in  a  Council  held 
in  London  23  Edward  I.,  in  which,  after  making  many  minute 
r^nlations  as  to  the  payment  of  prsedial  and  mixed  tithes,  it  was 
ordained  that  personal  tithes  should  be  paid  by  all  artisans  and 
merchants  from  the  profits  of  trade ;  so  also  by  carpenters, 
fnniths,  masons,  weavers,  innkeepers,  and  all  workmen  for  hire, 
vith  severe  penalties  for  non-payment. 

It  is  quite  certain  that  before  the  Reformation  personal  tithes 
were  paid,  though  to  what  extent  it  is  unpossiblc  to  say.  In 
5  Henry  VI.  a  certain  William  Ruaseil  had  maintained  that 
pergonal  tithes  are  not  payable  by  the  law  of  God,  and  that 
every  one  might  dispose  of  them  in  such  charitable  purposes 
aft  be  thought  best.  To  contradict  this  doctrine,  the  University 
of  Oxford  in  that  year  issued  a  solemn  letter  under  its  seal  in 


248  PRINCIPLES  OF  ECONOMICS.  Chap.  XIV. 

which  it  declared  that  personal  tithes  are  payable  as  well  by  the 
law  of  God  as  by  the  tradition  of  the  Christian  fathers,  and  the 
authority  of  the  Church;  and  that  whoever  held  the  doctrine 
that  personal  tithes  are  not  payable  by  Divine  law  was  to  be 
held  as  a  heretic,  and  excommunicated  as  a  rotten  member.  And 
Archbishop  Chicheley  ordered  all  parsons  to  preach  that  personal 
tithes  are  due  by  the  Law  of  God  and  the  Church.  These  canons 
were  confirmed  by  Act  of  Parliament  27  Henry  VIII.,  c.  20, 
which  enacted  that  every  one  should  pay  his  tithes,  both  personal 
and  prsedial,  after  the  manner  and  custom  of  the  parish  in  whidi 
he  Uved,  according  to  the  Ecclesiastical  laws  and  ordinances  of  the 
Church  of  England.  By  the  Statute  31  Henry  VIII.,  c.  13,  and 
32  Henry  VIII.,  c.  7,  for  the  dissolution  of  the  monasteries,  the 
possessions  of  the  dissolved  monasteries  were  transferred  to  the 
Crown :  and  it  was  allowed  to  make  grants  of  tithes  to  laymen, 
in  the  same  manner  as  grants  of  any  other  estates  in  land: 
ecclesiastical  persons  were  to  pursue  their  remedy  before  the 
ordinary,  and  laymen  who  claimed  under  a  grant  from  the  Crown 
before  the  secular  courts,  in  the  same  way  as  any  other  lay  pro- 
perty. Though  tithes  had  in  many  cases  got  into  the  possession 
of  laymen  on  the  continent  for  many  centuries,  this  was  the 
first  occasion  on  which  they  became  the  property  of  laymen  in 
England. 

By  Acts  27  Henry  VIII.,  c.  21.,  and  37  Henry  VIII.,  c.  12., 
the  citizens  of  London  were  ordered  to  pay  their  tithes  to  the 
parsons,  vicars,  and  curates  of  the  City,  according  to  the  rate  of 
2s.  9d.  for  every  pound  of  the  rent  of  their  houses,  and  if  no  rent 
were  reserved,  then  according  to  the  rent  for  which  they  were  last 
let.  Besides  this,  there  were  to  be  paid  as  ecclesiastical  dues, 
every  Sunday  and  principal  feast  day,  one  farthing  for  every  ten 
shillings  of  rent.  Besides  this,  moreover,  they  were  liable  to  pay 
personal  tithes  on  the  profits  of  trading.  Before  this  Statute  and 
Decree  the  citizens  of  London  had  not  been  in  the  general  habit 
of  paying  tithes. 

The  last  Statute  on  the  subject  of  tithes  is  2  and  3  Edward 
VI.,  c.  13,  which  enacted  that  all  tithes,  praedial  as  well  as  per- 
gonal, should  be  paid  in  the  manner  which  they  had  been  during 
the  last  forty  years.  These  are  the  last  Statutes  on  the  subject, 
until  we  come  to  those  commuting  the  payment  in  kind  into  a 
rent  charge,  which  we  shall  notice  presently. 
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19,  Tlie  preceding  extracts  aro  anificient  to  giyc  a  correct 
idea  of  the  origin,  nature,  and  law  of  tithes  in  this  conntiy. 
Btripped  of  all  eccleBiastical  rubbiflli,  which  has  no  effect  in  these 
dajB,  it  appeal's  that  they  were,  in  fact,  a  ten  per  cent,  rate  ufioa 
lie  income  of  every  one  in  the  kingdom  from  whatever  source 
arising,  whether  land,  cattle,  or  trading,  arta,  profesaionB,  and 
industry  of  all  sorts.  The  2  &  3  Edwd.  VI,,  c  1 3,  b,  7,  esempts  ser- 
Tante  in  hosbandry  from  tithes,  which  shews  that  until  that  time 
tihcy  were  liable ,-  and  Spelman  says  that  in  his  day,  in  many  parts 
of  England,  servants  paid  tithe  on  their  wages.  He  says  those 
who  have  annuities  and  fees  must  pay  a  tithe  out  of  every 
accession  of  wealth  that  God  scndeth  in  any  course  whntei'er,  so 
that  gains  of  buying  and  selling,  and  the  great  improvement 
Uising  by  merchandise  is  under  this  title  commanded,  precisely  in 
the  same  manner  as  these  profits  arc  tased  for  the  civil  Bcrvice  of 
the  Sovereign,  In  fact,  by  all  laws,  ecclesiastical  and  civil,  every 
■one  was  placed  exactly  on  the  same  footing  regarding  his  heavenly 
jnd  earthly  sovereigns  )  he  must  pay  a  rate  of  ten  per  cent,  on  all 
his  income  for  the  ser^'ice  of  the  miniBters  of  God  and  other 
l^aritable  purposes,  and  he  must  also  pay  his  taxes  to  his  King, 
Kmd  alt  sourc«B  of  his  income  were  equally  taxable  for  each. 

Tithes  are  now  divided  into  two  parts :  Jst,  those  which  have 
become  the  property  of  laymen ;  and  secondly,  those  which  are 
itJll  paid  to  the  clergy  of  the  English  Church. 

Tithes  in  the  hands  of  laymen  are  undoubtedly,  like  any  other 
estate  in  land,  the  absolute  property  of  their  impropriators, 
they  have  the  right  of  inheritance  in  tliem.  However 
iinitouB  and  scandalous  such  grants  may  have  been  in  tlicir 
prigin,  they  cannot  be  assailed  now. 

Bat  tithes  which  are  paid  to  the  clergy  of  the  Church  of 
England  stand  on  a  totally  different  footing,  and  as  many  signs 
^^.  xia  to  shew  that  an  investigation  of  the  relations  between 
Btale  and  Cliurch  may  he  made  a  political  question  before  very 
JBiany  years  pass  away,  it  may  be  as  well  to  examine  shortly  the 
Interest  which  the  clergy  have  in  tithes. 

20.  Kany  persona  seem  to  snpposc  that  the  ministers  of  the 
Church  of  England  form  a  huge  coqjoration,  called  the  Church, 
io  which  the  State  has  granted  tithes  as  absolute  property,  like 
the  estates  of  private  individuals,  and  that  if  the  Church  were 
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disestablished  the  clergymen  of  the  Chnrch  would  be  entitled 
to  this  property  in  perpetuity.  Such  ideas,  however,  are  wholly 
erroneous.  In  the  first  place,  it  is  the  people  of  England  who 
constitute  the  Church  of  England,  and  not  the  ministers  only. 
To  suppose  that  the  clergy  alone  constitute  the  Church  is  as 
absurd  as  to  suppose  that  the  ministers  of  non-conforming  con- 
gregations constitute  the  congregation. 

In  the  next  place,  there  is  no  such  corporation  as  the  Church  of 
England:  each  of  her  officers,  bishops  and  rectors,  &c.,  is  a 
corporation  sole,  or  an  ecclesiastical  person,  endowed  with  certain 
rights  by  the  good  will  of  the  State.  And  when  the  soyereign 
authority  of  the  realm  imposed  a  rate  upon  the  people  to  support 
the  ministers  of  the  church,  when  the  people  were  all  of  one  mind 
on  religion,  it  stands  upon  no  higher  footing  whatever  than  when 
a  congregation  of  non-conformists  enter  into  a  contract  to  pay  a 
stipend  to  a  minister  either  for  a  certain  time,  or  for  life.  The 
contract,  no  doubt,  is  valid  so  &r  afl  the  individual  minister  is 
concerned ;  but  it  is  a  mere  personal  contract  with  himself,  he  has 
merely  a  life  interest  in  it :  he  has  no  right  of  inheritance  in  it 
which  he  can  transmit  to  his  heirs;  and  this  is  the  essential 
distinction  between  tithes  which  have  become  the  property  of 
laymen,  and  tithes  which  are  still  paid  to  the  clergy. 

A  non-conformist  congregation  must  not,  of  course,  break  an 
existing  contract ;  if  it  makes  a  contract  with  a  minister  to  pay 
him  a  salary  for  life,  they  must,  of  course,  observe  that  contract 
during  the  minister's  life.  But  they  are  in  no  way  bound  to  enter 
into  a  similar  contract  with  a  successor.  And  if  they  choose  to 
dissolve  themselves,  and  discontinue  paying  a  minister,  it  would 
be  absurd  to  suppose  that  a  succession  of  ministers  could  claim  the 
payment  of  the  salary  in  perpetuity. 

Precisely  the  same  principle  applies  to  the  Acts  endowing  the 
-  ergy  of  the  church  with  tithes.  When  the  nation  was  all  of 
one  mind  in  religion  it  made  certain  laws,  which  were  nothing 
else  than  a  kind  of  general  contract  that  those  who  became  the 
ministers  of  the  church  should  be  paid  in  a  certain  way.  It 
would  have  been  extremely  inconvenient  to  have  made  a  separate 
contract  in  each  case  ;  so  it  made  a  general  contract  once  for  all ; 
and,  of  course,  all  persons  who  enter  the  ministry  while  these 
Acts  continue  in  force  acquire  a  life  interest  in  them,  which 
cannot  be  infringed.    But  they  have  no  right  of  inheritance  in 
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them  which  they  can  traiiBmit  to  their  ancceBaors,  any  more  than 
the  miniflters  of  a  dissenting  congregation  have  in  their  contractB. 
And  the  State  is  jnst  as  free  to  refiise  to  enter  into  any  such 
contracts  in  future,  as  a  dissenting  congregation  is ;  or  to  change 
the  doctrineB  to  which  it  gives  Bupport, 

It  has  done  so  once  already,  and  it  may  do  so  again.  England 
was  formerly  in  communion  with  the  Church  of  Rome,  and  it 
granted  these  revennee  to  clergymen  of  that  persnasion.  But  the 
nation  broke  off  from  communion  with  the  Church  of  Borne,  and 
from  the  doctrines  of  that  Church ;  and  conaequcntly  it  refused  to 
contribute  these  revenues  any  longer  to  clergymen  who  held 
Roman  doctrines.  So  if  the  nation  were  to  adopt  the  Presbyterian 
doctrines  and  polity,  it  would  naturally  refiise  to  make  any  new 
contracts  with  Episcopalian  clergymen.  The  State  has,  in  short, 
exactly  the  same  right  to  discontinue  the  maintenance  of  a  body 
of  clergy  as  it  has  to  discontinne  the  army,  or  the  police,  or  to 
diBsolve  the  Board  of  Trade,  or  any  other  Government  office  it 
may  see  fit.  And,  saving  all  existing  contracts  and  interests,  the 
clergy  of  the  present  Estabhahed  Church  liave  no  more  right  to 
hold  tithes  to  be  their  property  than  the  army,  or  the  police,  or 
any  Government  officials  have  a  right  to  consider  the  taxes  out  of 
which  they  are  paid,  their  own  prival*  property,  and  transmistdble 
to  their  heirs.  Tithes  are  simply  a  clergy  rate,  and  stand  exactly 
on  the  same  footing  as  poor  rates,  [KtUce  rates,  water  rates, 
or  any  other  rates.  If,  therefore,  the  State  should  see  fit  to  dia- 
establish  the  Church,  the  clergymen  who  may  in  future  hold  the 
doctrines  now  held  by  the  present  existing  Ciinrch  have  not  the 
Bmallest  particle  of  a  right  to  any  State  endowmcnta  j  whatever 
they  may  have  to  any  endowments  and  donations  from  private 
persons,  which  question  we  are  not  conoemed  with  here. 

So  far,  we  think,  tliere  can  be  no  difference  of  opmion  among 
persons  who  look  upon  the  question  dispassionately. 

SapiMwing  that  the  Chim^h  of  England  was  disestablished,  to 
whom  would  the  tithes  now  paid  to  the  clei^y  belong  ? 

Seeing  that  the  Episcopalian  clergy  have  not  a  shadow  of  a  right 
to  clium  tithes  as  a  perpetual  possession,  many  persons  maintain 
that  they  are  national  property.  It  is  often  alleged  that  they  are 
property  reserved  by  the  nation  for  the  service  of  God  ;  and  if  they 
are  withdrawn  from  the  clei^y,  that  tbey  shoold  be  appropriated 
fay  the  nation. 
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Now  it  may  be  said  in  a  certain  sense  that  tithes  are  national 
property  ;  but  so  is  every  rate  and  every  tax,  in  the  same  sense, 
national  property.  If  there  be  a  public  necessity  the  nation  may 
at  any  time  lay  on  a  10  per  cent,  income  tax.  But  no  one  sup- 
poses that  when  the  occasion  has  passed  away,  that  tax  is  to  be 
retained  as  national  property.  No  one  ever  said  in  respect  of  any 
other  tax  or  rate,  that  it  is  national  property  reserved  for  certain 
purposes.  When  it  is  no  longer  wanted  the  tax  is  simply  remitted, 
and  those  who  previously  paid  it  cease  to  do  so. 

Some  Economists,  for  example,  have  maintained  the  expediency 
of  abolishing  the  Poor  Laws,  which  have  existed  for  centuries.  If 
this  were  done,  the  ratepayers  would  be  simply  relieved  from  this 
burden,  and  would  cease  to  pay  poor  rates.  No  one  would  main- 
tain that  poor  rates  are  national  property  set  apart  for  the  poor, 
and  that  if  it  were  deemed  expedient  that  they  should  cease  to  be 
applied  to  the  maintenance  of  the  poor,  they  should  be  appropriated 
by  the  nation.  All  the  landed  property  in  this  country  has  been 
bought  and  sold  for  centuries  under  the  burden  of  paying  poor  rates, 
and  these  have  been  so  heavy  at  certain  times,  that  in  many  parts 
of  the  country,  the  land  has  been  scarcely  worth  cultivating.  And 
yet  if  the  land  were  reUeved  from  the  burden,  no  one  would  dream 
of  claiming  poor  rates  as  **  national "  property.  And  the  same  is 
true  of  all  taxes  and  rates;  whether  they  fall  on  income  or  property. 
Whenever  the  State  has  thought  fit  to  remit  them,  those  who 
hitherto  paid  them,  simply  ceased  to  do  so.  In  no  instance 
whatever  have  they  ever  been  claimed  as  "  national "  property. 

Why  then  should  the  clergy  rate  stand  on  any  different  prin- 
ciple from  any  other  rate  or  tax  ?  from  the  hearth  tax,  the  window 
tax,  from  poor  rates,  police  rates,  and  other  county  rates  ? 

We  have  shewn  most  clearly  that  by  the  opinions  of  the  Doctors 
of  the  Church,  by  all  the  Ecclesiastical  Canons  and  the  Statutes  of 
this  Realm,  personal  tithes  are  due  to  the  clergy  exactly  in  the 
same  way  as  praedial  and  mixed  tithes.  The  tenth  guinea  earned 
by  every  lawyer,  by  every  medical  man,  by  every  architect,  by 
every  engineer,  by  every  merchant,  by  every  banker,  by  every 
trader,  and  by  every  trading  concern,  by  the  Bank  of  England,  by 
all  the  Joint  Stock  Banks,  by  the  Thnes  newspaper,  by  the  Daily 
Telegraphy  by  the  Standard^  is  as  rightfully  and  legally  the  pro- 
perty of  the  clergy  as  the  tenth  sheaf,  the  tenth  calf,  the  tenth 
lamb,  the  tenth  pig,  the  tenth  egg,  the  tenth  cheese  of  the  farmer. 
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Bat  as  a  mattfir  of  fact,  all  classes  of  t!ie  commnnity,  with  tJie  single 
esception  of  the  agriculturists,  have  emancipated  themselves  from 
the  burden  of  paying  tithes,  and  kept  them  to  themselves. 

And  thns  the  national  church  is  supported  by  a  rate  levied  on  a 
single  class  of  the  commuuity,  in  defiance  of  every  canon  and 
every  Btatnte  on  the  subject.  Would  it  not  be  just  as  absurd  to 
compel  the  legal  or  medical  professions  to  mmntain  tlio  imlimial 
army?  or  to  miike  the  trading  claaaes  esclusively  support  the 
national  navy  ?  And  yet  where  would  the  clergy  bo  if  they  at- 
tempted to  enforce  their  undoubted  legal  rights  ?  Imagine  the 
fiutter  it  would  cause  if  the  Loudon  clei^  were  to  summon  the 
great  Loudou  bankers  and  merchants,  tlie  Bank  of  England,  the 
Joint  Stock  Baulu,  tlie  Times,  the  DiiHt/  TeJeijraph,  and  the 
Slandard,  before  the  Ecclesiaatica!  Courts  for  the  payment  of 
Tithes,  or  the  citizens  of  London  for  Ss.  Od.  iu  the  [Mund  of 
their  rent,  as  they  may  undoubtedly  do  by  strict  legal  right ! 

Every  one  would  scout  such  an  idea.  Every  oue  knows  that  it 
would  be  utterly  imiwssible  at  the  present  day  to  revive  the 
payment  of  jtersonal  tithes,  and  compel  all  the  professional,  the 
artistic,  and  the  trading  classea  to  pay  a  ten  per  cent,  income  rate 
to  the  clergy.  And  this  being  so,  it  is  clear  that  if  the  nation 
chooses  to  maintain  a  nalimial  clergy,  their  salaries  should  be 
paid  out  of  the  general  taxes  of  the  country,  which  is  the  only 
way  by  which  at  present  all  dasses  can  be  reached. 

As  the  case  stands,  the  clergy  have  lost  enormous  revcnnea 
whicli  are  legally  thcira.  And  the  rates  which  the  agriculturists 
have  ptud  have  been  esclusively  appropriated  by  the  clergy ;  when 
by  the  original  constitution  of  tithes,  they  were  intended  to  sup- 
port the  poor,  and  the  churches  as  well.  But,  as  it  is,  the 
agriculturists,  those  patient  beasts  of  burden,  have  been  loaded 
with  poor  rates,  with  church  rates,  and  all  sorts  of  rates  in 
addition.  Would  any  other  class  of  the  community  have  sul>- 
milted  so  long  and  so  patiently  to  such  injustice? 

When,  therefore,  we  examine  the  history,  tlie  law,  and  the 
actual  practice  of  paying  tithes,  as  well  as  the  analogy  of  all 
other  taxes  and  rates,  it  is  clear  that  the  notion  regarding  tithes 
as  ufttiunal  property,  to  bo  appropriated  by  the  State,  in  the  event 
of  the  disestablislunent  of  the  Church,  has  not  the  shadow  of  a 
foundation  ta  rest  upon.  All  other  classes  have  ceased  to  pay 
Uthes,  contrary  to  their  phiia  legal  duty,  and  retained  them  iu 
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their  own  pockets ;  and  then,  forsooth,  they  claim  the  rates  paid  by 
the  single  class  of  the  community  who  have  nnintermptedly  ob- 
served the  law,  as  national  property!  Before  they  do  this  let 
them  first  make  restitution  to  the  clergy  of  the  enormous  revenues 
which  they  have  so  long  illegally  withheld  from  them.  When  the 
whole  professional,  artistic,  and  commercial  classes  consider  every 
tenth  guinea  earned  by  themselves  as  national  property,  it  will  be 
time  to  claim  the  tithes  paid  by  the  agriculturists  as  national 
property — and  not  till  then. 

It  will  be  as  well,  however,  to  examine  a  little  further  the 
common  argument,  that  as  the  present  proprietors  have  received 
or  bought  their  estates  subject  to  this  burden,  they  have  no  right 
to  its  remission.  To  answer  this,  we  have  only  to  consider 
analogous  cases. 

In  former  times  a  hearth  tax  was  laid  upon  every  dwelling, 
which  was  afterwards  changed  to  a  window  tax.  Innumerable 
houses  were  bought  and  sold  while  subject  to  the  hearth  and 
window  taxes,  when  consequently  their  value  was  greatly  dimin- 
ished. When  these  taxes  were  repealed,  the  owners  of  the  houses 
at  the  time  were  relieved  from  this  burden  and  reaped  the  benefit. 
Did  any  one  ever  think  of  saying  that  these  taxes  were  national 
proper^  ;  that  the  owners  of  the  houses  had  no  right  to  them ; 
and  that  they  must  be  retained  by  the  State  ? 

So  of  the  Income  Tax  paid  to  the  State.  AU  landed  property, 
all  shares  in  commercial  companies,  are  liable  to  pay  Income 
Tax,  which,  of  course,  diminishes  their  value.  If  this  tax  were 
repealed,  the  owners  of  the  land  and  shares  would  be  relieved,  and 
reap  the  benefit  of  it.  Would  any  one  dream  of  saying  that  this 
was  national  property,  and  must  be  retained  by  the  State?  How, 
then,  can  an  Income  Bate  paid  to  the  clergy  differ  in  any  way 
from  an  Income  Tax  paid  to  the  State  ?  This  argument  was 
alleged  when  compulsory  church  rates  were  abolished :  it  was  said 
that  the  present  owners  had  acquired  their  estates  subject  to  the 
burden  of  church  rates,  and  that  they  had  no  right  to  free  them- 
selves from  them.  But  that  argument  was  not  held  to  be  valid. 
For  if  it  had  been,  how  could  any  dass  of  the  community  ever  be 
released  from  an  unjust  tax  ?  And  if  the  argument  failed  with 
respect  to  church  rates,  why  should  it  hold  with  respect  to  tithes? 
Thus,  when  we  examine  the  matter  closely,  we  find  that  the 
burden  of  proof  is  shifted  to  those  who  insist  that  one  kind 


of  rale  should  bo  treated  differently  from  all  other  rates  and 
taxes, 

21.  Such  continued  to  be  the  law  for  Borae  ceaturiefl,  until  the 
general  deaire  fur  agricultural  improvement,  and  other  things  de- 
monstrated the  necesGity  of  aboliBhing  the  absurd  and  barbarons 
BjBtem  of  paying  tithes  in  kind,  when  all  other  species  of  rent 
bad  been  commuted  into  money.  It  will  always  be  consideaHi 
aa  a  striking  roonnment  of  barlmriara  that  for  more  than  1,000 
years  after  the  constitution  of  tithes  in  this  country,  they  were 
still  legally  payable  in  kind.  The  practical  good  sense  of  the 
people,  however,  had  generally  commnted  the  payment  in  kind 
into  a  payment  in  money.  It  has  been  said  that  payment  in  kind 
was  not  made  in  one  esse  in  thirty.  But  liability  to  tithe  was  a 
serious,  and  in  many  cases  an  insnperahle  bar  to  agricultural  im- 
provement. It  had,  indeed,  been  enacted  that  newly  reclaimed 
land  should  be  exempt  IVom  tithe  for  seven  years ;  but  after  tiiat 
period  it  would  be  subject  to  pay  one-tenth  part  of  the  gross 
produce  to  the  tithe  owner.  What  other  industry  could  stand 
such  a  burden  ?  Where  would  the  cotton  mills  of  Manchester 
have  been  if  one-tenth  part  of  the  gross  produce,  or  even  of  the 
net  profits,  had  been  extracted  from  them  as  tithe  to  the  clergy  ? 
And  yet  they  are  equally  liable  to  pay  this  rate  as  the  agricul- 
turists, by  law.  In  numerous  instances  it  was  so  evident  that  the 
exaction  of  the  full  legal  tithe  would  prevent  all  improvement, 
that  the  clergy  agreed  to  accept  a  smaller  amomit  rather  than 
have  none  at  all.  But  nothing  can  be  more  unjust  than  that  a 
single  branch  of  industry  should  continue  to  be  subject  to  such  a 
burden,  all  other  branches  of  industry  which  were  equally  subject 
to  it  by  law  having  quietly  discontinued  it. 

Daring  the  Commonwealth,  when  so  many  other  reforms  were 
attempted  which  have  only  been  permanently  realised  in  our  own 
day,  it  had  been  proposed  to  commute  the  payment  of  tithes  in 
kind  into  a  rent  charge  ;  but  it  did  not  succeed.  At  length,  in 
183(>,  this  great  reform,  which  was  al»olutely  indispensable  for 
any  general  agricultural  improvement,  was  effected  by  the  5  and  & 
William  IV,,  c.  71.  Tithes  were  commnted  into  a  fixed  com  rent 
charge  at  their  then  I'alne.  Their  average  amount  for  the  seven 
jcars  preceding  1835  was  taken.  The  value  of  one-third  of  the 
amount  was  estimated  in  wheat ;  another  third  in  barley  -,  and 
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another  third  m  oats:  tiiese  were  taken  as  a  permanent  fixed 
basis.  The  controller  of  the  com  returns  is  ordered  to  publish  in 
January  every  year  the  average  prices  of  wheat,  barley,  and  oats 
during  the  preceding  year :  and  the  tithe-payer  has  to  pay  an 
amount  every  year  on  these  quantities  of  wheat,  barley,  and  oats, 
calculated  on  their  average  prices  during  the  preceding  seven 
years.  And  so  steady  has  been  the  average  price  of  these  kinds 
of  com  on  a  long  series  of  years,  notwithstanding  the  repeal  of 
the  Com  Laws,  that  on  an  average  of  37  years,  the  tithe  owner 
has  received  £110  10s.  for  every  £100  of  tithe  rent  charge  as 
fixed  in  1836.  Other  enactments  are  prescribed  for  other  kinds 
of  crop,  such  as  hops,  market  gardens,  &c.,  which  we  need  not 
enumerate  in  such  a  work  as  this.  By  this  and  a  series  of  cognate 
Statutes  a  great  relief  has  been  accomplished  for  agriculture  :  the 
rate  payable  by  law  has  become  a  fixed  burden,  and  all  future 
industry  is  left  free.  But  yet  nothing  can  excuse  the  injustice  of 
allowing  all  other  species  of  industry  to  emancipate  themselves 
from  a  burden  to  which  all  were  equally  liable  ;  and  leaving  the 
single  industry  of  agriculture  to  bear  it.  The  only  just,  and  the 
"simplest  way  of  solving  the  perplexing  diflSculties  which  sur- 
rounded the  question  would  have  been  to  enact  that  all  payments 
of  tithe  should  at  once  cease  and  determine,  and  that  every 
member  of  the  ministry  should  be  paid  the  exact  sum  he  had  been 
receiving  as  tithes  out  of  the  Consolidated  Fund.  This  would 
have  been  the  only  way  of  making  a  national  payment  to  a 
national  clergy  :  and  of  compelling  all  the  classes  who  had  so  long 
evaded  their  legal  duty  to  bear  their  fair  share  of  the  national 
burden.  And  this,  indeed,  is  what  ought  to  be  done  now :  though, 
of  course,  there  is  not  the  smallest  chance  that  it  will  be  done. 
But,  at  all  events,  these  considerations  seem  to  shew  that  the  other 
classes  of  the  community  who  have  so  long  illegally  withheld 
such  large  revenues  from  the  clergy  have  not  a  shadow  of  right 
to  consider  the  tithe  rent  charges  paid  by  the  agriculturists  as 
national  property,  if  the  nation  should  ever  deem  it  expedient  to 
cease  to  maintain  the  Established  Church. 

Closely  connected  with  tithes  is  another  species  of  Incorporeal 
Property  called  an  Advowson,  which  is  not  even  a  right  to  any 
material  thing,  but  only  the  Right  to  present  to  a  Right.  A 
grant  of  tithes  is  called  a  Benefice:  and  an  Advowson  (advocaiio) 
is  the  Right  of  presentation  to  an  ecclesiastical  benefice.    The 
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owner  of  the  advowson  is  termed  the  Patron  of  the  benefice,  but, 
B8  auch,  he  has  no  property  or  interest  in  the  tithes  or  the  glebe, 
which  belong  to  the  iacnmbent.  As  putron  he  has  only  the 
Right  of  nominating  the  incumbent  as  the  benefice  becomes 
Tacant.  Of  course,  we  cannot  enter  into  the  origin  of  advowsons 
and  lay  patronage,  nor  on  the  expediency  of  permitting  advowsuns 
to  be  sold  ;  but  aa  a  matter  of  fact  they  are  valuable  rights,  and 
exchangeable  property,  and  therefore  they  are  Wealth  by  our 
definition.  The  value  of  an  adrowson  is  osually  about  eight  times 
the  yearly  value  of  the  benefice. 

At  the  present  time  the  value  of  thia  species  of  property  in 
England  is  very  large,  probably  not  less  than  £16,000,000 ;  and 
here  is  another  eiaraple,  if  any  more  were  necessary,  to  shew  the 
extreme  folly  of  the  doctrine  that  all  Wealth  is  material  and 
comes  from  the  earth  ;  and  that  all  value  is  the  produce  of 
labour.  An  advowson  is  the  Right  to  proaent  to  a  Right,  and 
bow  is  this  Right  formed  out  of  the  materials  of  the  globe,  or 
how  is  it  the  produce  of  labour  ? 

22,  The  last  species  of  Incorporeal  Property  which  it  may  be 
necessary  to  mention  is  a  Policy  of  Insurance.  Any  sum  of 
money  being  equal  in  value  to  an  annuity,  an  eschange  may  be 
made  between  an  annuity  and  a  sum  of  money.  In  the  funds  a 
person  pays  down  a  sum  of  money  and  receives  in  exchange  an 
annnity,  or  the  right  to  a  series  of  payments.  In  an  insurance  a 
person  pays  an  annuity,  estimated  according  to  scientific  laws,  and 
buys  the  Right  to  a  sum  of  mouey  on  some  contingency  happen- 
ing. In  some  cases  he  cannot,  in  other  cases  he  may,  sell  or 
usign  this  policy,  and  therefore  it  is  wealth  to  him.  And  here 
again  we  see  how  an  obligation  may  be  capital.  A  policy  is  an 
obligation  of  the  company;  but  it  produces  them  a  revenue; 
hence  it  is  capital  to  them.  The  amount  of  Property  in  Policies 
of  Insurance  is  very  large  and  constantly  increasing ;  and  are 
these  Rights  formed  ont  of  the  materials  of  the  globe,  and  are 
they  the  produce  of  labour? 

We  have  now  said  enough  regarding  Rights  of  Obligation : 
they  are  called  choaet-in-aelion  because  there  is  always  some 
person  who  is  bound  to  discharge  them,  and  if  he  refuse  to  do  so 
an  action  will  lie  against  him. 
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On  Bights  of  Expectation. 

23.  We  have  now  to  consider  another  very  important  class  of 
Incorporeal  Property,  in  which,  although  some  person  is  entitled 
to  receive  the  payment  or  the  profits,  no  other  person  in  particular 
is  bonnd  to  make  the  payment,  but  it  is  only  expected  or  hq)ed 
that  some  one  will.  This  species  of  property,  therefore,  cannot 
correctly  be  called  a  cJiose-in-action,  though  it  sometimes  is.  It  is 
called  in  Roman  Law  emptio  spei  or  emptio  ret  sperata.  It  is 
merely  the  Right  to  an  expected  or  hoped  for  profit ;  and  hence  it 
may  be  called  a  Right  of  Expectation. 

To  this  class  of  Incorporeal  property  belong  Shares  in  Com- 
mercial Companies  of  all  sorts :  Copyrights :  Patents :  the 
Practice  of  a  Professional  man :  the  Gk)odwill  of  a  business : 
Tolls  :  Ferries  :  Fisheries ;  and  some  others. 


On  the  Capital  and  Shares  of  a  Commebcial  Company. 

24.  In  comparatively  recent  times  an  enormous  class  of  Pro- 
perty has  been  created,  the  fruit  of  commercial  enterprise  and 
the  spirit  of  association.  Commercial  enterprises  are  now  con- 
ducted on  such  a  colossal  scale  that  the  capital  of  no  single 
person  is  adequate  for  them  :  they  require  the  joint  contributions 
of  a  large  number  of  adventurers.  Each  adventurer  is  entitled 
to  share  in  the  profits  in  proportion  to  the  capital  contributed  by 
him.  And  as  he  is  not  allowed  to  withdraw  his  capital,  and  may 
not  wish  to  continue  a  member  of  the  Company,  he  is  allowed  to 
sell  or  assign  his  Right  to  the  future  profits,  just  as  a  fnndholder 
can  only  receive  his  principal  by  selling  his  right  to  the  annuity 
to  some  one  else. 

To  understand  this  subject  properly  we  must  revert  to  the 
example  of  land,  the  standard  case  of  value.  In  this  case  the 
Capital  or  source  of  the  annuity,  the  land,  is  corporeal,  and  before 
our  eyes.  It  may  be  seen  and  handled.  Moreover,  the  fruits  of 
it  from  which  profits  are  made,  viz.,  the  corn  and  the  cattle, 
exists  corporeally  before  our  eyes,  and  may  be  handled  and 
measured.  It  is  by  the  exchange  of  these  corporeal  products  for 
other  products  and  services  that  we  obtain  the  enjoyment  of  the 
property  in  land. 
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But  we  shall  row  proceed  to  shew  the  analogy  between  this 
standard  case  of  Value,  and  other  immense  ciasaea  of  cases.  We 
ahall  first  deal  with  a  class  of  casea  in  whieh  the  source  or  instru- 
ment  of  the  protit  is  eorporeal,  like  the  land.  But  we  shall  epunge 
out  the  materiality  or  coqmriety,  of  what  is  analogous  to  the 
produce  of  the  land,  namely,  the  service  perfomied  by  the  instru- 
ment, and  which  brings  iu  the  profits,  or  the  instrtunenC,  as  com 
and  cattle  bring  in  the  profits  of  land.  And  we  shall  call  upon 
oor  readers  to  believe  in  the  real  existence  of  these  profit-i>ro<ln- 
cing  incorporeial  elements  just  as  much  as  in  the  existence  of  the 
material  com  and  cattle. 

We  have  thus  obtained  two  cases  of  Capital  and  Produce.  The 
first,  in  which  the  Capital  and  the  Produce  are  both  material ; 
the  second,  in  which  the  materiality  of  the  Capital  remains,  but 
the  Produce  is  immaterial.  But  in  either  ease,  each  are  Econo- 
mic Elements.  We  shall  also  find  that  there  are  two  other  cases, 
correlative  to  the  two  firat ;  namely,  a  third  one,  in  which  the 
Capital  or  source  of  Produce  is  immaterial,  and  the  Produce 
material ;  and,  lastly,  we  shall  qjunge  out  the  corporietj  both  of 
the  Capital  and  the  Produce.  And  we  shall  call  upon  our  readers 
to  believe  in  the  real  existence  of  these  incorporeal  sources  of 
revenue,  or  this  incorporeal  capital,  producing  incorporeal  entities, 
or  elements,  which  are  exchanged  for  corporeal  profits,  and  which 
have  as  real  an  existence  aa  much  as  the  land,  and  the  corn  and 
cattle.  And  this  incorporeal  capital  and  its  incorporeal  produce 
may  be  measured  and  valued  with  as  much  certainty  as  any 
material  article  whatever.  And  when  we  have  Btirvcyed  all  these 
kinds  of  propertiy,  we  shall  be  able  to  form  some  estimate  of  the 
magnitnde  of  property  in  this  country,  and  the  domain  of 
Economics. 

As  an  example  of  the  first  case  of  this  latter  e^iecics  of  property, 
we  shall  instance  Rdlways  and  Canals.  It  is  ^lerfectly  clear  that 
what  we  may  call  the  source  or  instmment  of  the  annuity, 
analogous  to  the  land,  namely,  the  railroad,  or  the  canal,  formed 
and  maintained  at  a  vast  expense,  is  corporeal  and  visible  like  the 
land.  Bat  is  the  service  which  the  railroad  or  canal  is  cai)able  of 
rendering,  and  which  produces,  or  draws  forth,  the  profits,  cor- 
poreal ?  Wlience  do  the  profite  of  the  railroad  or  canal  come  ? 
They  are  given  by  the  pnbtic  in  exchange  for  the  service  which 
the  nilroad  or  canal  is  cajiable  of  rendering,  namely,  the  transport 
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of  persons  and  goods.  Something  which  is  purely  incorporeal. 
And  yet  though  this  serrice  can  neither  be  handled  nor  seeriy  its  value 
may  be  measured,  and  is  so,  with  bb  great  certainty  os  any  cor- 
poreal element. 

The  railroad  is  constructed  on  the  expectation  that  the  public 
will  require  and  pay  for  the  transit  of  their  persons  and  goods. 
This  is  a  mere  incorporeal  service,  and  yet  it  is  exchanged  for 
profits  just  as  com  and  cattle  are,  and  is  as  real  a  source  of 
revenue  as  they  are. 

Now  it  is  perfectly  clear,  that  though  the  railway  or  canal  may 
have  cost  a  very  large  sum  of  money,  the  value  of  the  shares  or 
stock  has  no  reference  at  all  to  the  cost  of  construction,  but  is 
entirely  dependent  on  the  value  of  the  custom  of  the  public  The 
actual  line  of  road  and  the  waterway,  are  wholly  distinct  elements 
from  the  business  which  is  conducted  on  them,  and  they  may  be 
separated  and  divided. 

In  fact,  the  business  of  the  railway  or  the  canal  may  be  eeparated 
from  the  railway,  or  canal,  itself.  And  it  is  perfectly  well  known 
that  when  railroads  were  first  made  in  England,  it  was  intended 
and  expected  that  the  property  in  the  railway  itself,  and  the  pro- 
perty in  the  business  on  the  railway,  should  be  separated.  But 
it  was  found  that  such  a  separation  of  powers  would  probably  be 
dangerous,  and  it  was  necessary  for  the  safety  of  the  public,  that 
both  the  railroad,  and  the  business  of  working  the  railroad,  should 
be  vested  in  the  same  hands. 

But  in  canals  the  same  reasons  do  not  apply.  And  the  property 
in  the  canal  itself,  and  the  property  in  the  business  of  working  the 
canal,  are  almost  invariably,  we  believe,  in  different  hands ;  the 
latter  merely  paying  a  toll  or  rent  to  the  former.  Now,  it  is  per- 
fectly clear  that  the  canal  is  corporeal  property,  and  the  business 
of  the  canal  is  wholly  incorporeal,  and  yet  that  business  produces 
a  revenue  just  as  much  as  the  corn  and  cattle  from  land. 

Now  in  the  case  of  railroads  and  canals,  it  is  perfectly  dear, 
that  it  is  the  incorporeal  property  which  gives  value  to  the  cor- 
poreal property.  It  is  the  custom  of  the  public  which  gives  the 
whole  value  to  the  railroad,  or  the  canal ;  just  as  it  is  the  demand 
of  the  public  for  com  and  cattle  that  gives  value  to  the  land.  If 
there  were  no  demand  for  the  services  of  the  railway,  or  canal, 
they  would  be  worth  nothing  whatever,  whatever  sum  they  may 
have  cost.    More  than  that,  they  would  probably  be  a  nuisance. 
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Or  if  the  demand  of  the  public  for  their  serviccB  were  to  cease, 
they  would  cease  to  be  valuable,  however  valuable  they  might  ouce 
have  been.  There  are  many  instances  in  England  of  cauaJs  which 
were  once  extremely  valuable,  having  been  totally  ruined  by  the 
competition  of  railways. 

Here,  therefore,  are  manifest  instances  of  the  second  case  we 
mentioned,  where  the  source  or  instmment  of  production  or  capital, 
JB  corporeal,  and  the  prodnct  is  incorporeal,  and  yet  the  whola 
value  of  the  corporeal  capital  depends  upon  the  incorporeal  product. 

And  the  truth  of  the  great  fundamental  law  we  laid  down  above 
is  indisputable.  It  is  demand,  or  consumplioti,  and  not  labour,  that 
givet  value  to  produdUm. 

In  the  cases  we  have  just  mentioned,  the  outlay  of  capital 
in  forming  the  inatrument  which  is  to  render  the  service  is 
BO  great,  that  the  profit  is  often'  considered  as  little  more  than 
profit  00  the  sum  spent  on  the  inatrument.  And  in  these 
cases  we  may  consider  without  any  violent  metaphor  that  the 
instrument  itself  prodiices  the  service.  Because,  though  no 
doobt  there  is  human  labour  emjdoyed  in  driving  engines, 
&C.,  and  men  and  horses  on  the  barges  and  canals,  so  also 
there  is  a  great  deal  of  hnmau  labour  employed  in  growing 
com,  bat  yet  we  consider  corn  as  the  produce  of  the  earth,  rather 
than  of  the  labour  of  men,  because,  after  all,  the  earth  is  the  pre- 
dominating element  in  the  production  of  corn,  and  the  labour  of 
man  is  sabservicnt  U)  it.  So  also  in  railroads  and  canals,  they  are 
in  a  similar  way  the  predominating  elements,  and  the  labour  of 
men  and  horses  is  Bubserrient  to  them.  In  each  of  these,  we  think, 
it  will  be  acknowledged  that  the  corporeal  element  is  primary,  and 
labour,  though  indispensable,  is  secondary.  But  there  are  a  great 
many  other  trading  companies,  in  which  the  importance  of  the 
corporeal  element  constantly  diminishes,  and  the  imjiortAnce  of  the 
human  element  constantly  increases,  till  at  last  the  corporeal  cle- 
ment sinks  altogether  into  insignificance,  and  is  only  incidental, 
and  is  only  present  in  consequence  of  the  necessity  of  men  to  have 
some  place  to  rest  u[)on.  But  the  actnal  business  is  wholly 
human. 

Thus  in  great  public  trading  compauies,  like  banks,  and  insu- 
rance companies,  the  corjioreal  instmment  in  which  the  businens 
ia  carried  on,  is  altogether  snbordinate  to  the  nature  of  the  business 
carried  on.    In  a  great  bank  or  insurance  company,  the  value  of 
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the  actual  building  is  a  mere  fracdon  of  the  capital.  The  value 
of  the  shares  is  enturely  regulated  by  the  Talne  of  the  business, 
which  is  a  porelf  incorporeal  entity.  The  value  of  the  shares  in 
the  London  and  Westminster  Bank  does  not  in  any  way  depend 
upon  the  value  of  the  banking  house,  nor  even  upon  the  quantity 
of  money  paid  in,  or  original  capital;  that  only  forms  a  limit  below 
which  it  would  not  sink.  But  it  depends  upon  the  gigantic  busi- 
ness created  by  the  skill  of  the  managers  of  the  company.  And 
can  this  be  seen  or  handled,  or  is  it  a  corporeal  matter  ?  Certainly 
not.  It  is  purely  incorporeaL  But  yet  it  may  be  msasttbsd  in 
value  as  accurately  as  a  hundred-weight  of  cheese,  and  may  be 
transferred  in  just  the  same  way. 

Now,  what  does  the  value  of  the  shares  in  these  immense  com- 
panies consist  in  ?  It  is  the  Eight  to  receive  and  participate  in 
the  future  profits  of  the  business.  An  incorporeal  right  in  an  in- 
corporeal entity. 

It  might  perhaps  seem  to  some  persons,  that  the  stock,  or  shares, 
in  a  bank  were  identical  with,  and  represents,  or  were  one  pro- 
perty with  the  very  money  paid  in  actual  capital.  Thus  if  the  money 
paid  in  as  the  capital  of  the  bank  were  £1,000,000,  and  an  equal 
amount  of  shares  created  and  given  in  exchange  for  this  money 
it  might  perhaps  seem  to  some  that  these  shares  were  one  pro- 
perty with  the  actual  money.  This,  however,  is  a  most  important 
error.  In  the  first  place,  it  is  clear  that  if  the  shares  were  merely 
one  property  with  the  actual  capital,  they  never  could  exceed  it 
in  value.  For  if  a  man  has  merely  the  right  to  receive  back  the 
identical  quantity  of  money  he  has  paid  in,  why  of  course  the  share 
cannot  exceed  it  in  value. 

But  when  a  shareholder  pays  in  money  to  form  the  capital  of 
the  bank,  the  property  in  it  is  entirely  gone  from  him,  in  his  indi- 
dividual  capacity.  The  property  in  the  money  passes  to  the  cor- 
poration, which  is  a  distinct  entity  from  its  individual  members. 
When,  then,  the  shareholder  transfers  the  property  in  the  money  to 
the  corporation,  he  receives  in  return  a  share.  And  what  is  a 
share  ?  Is  it  an  individual  right  to  part  of  the  original  capital  ? 
Certainly  not.  Except  in  the  extreme  case  of  the  dissolution  of 
the  company,  a  shareholder  has  no  right  to  demand  back  any  of 
the  original  capital.  What  then  is  the  share  ? — It  is  the  Right 
to  a  certain  portion  of  the  profits  to  be  made  by  the  business  of 
the  company.    The  shareholder  gives  the  property  in  his  money 


Ss*-1 


CAPITAL  AND  SHARES  OF  A  COMPANY. 


263 


to  the  company,  and  he  receives  in  return  the  rujhl  of  s)utring 
the  future  profits. 

Now  it  must  be  perfectly  clear  beyond  dispnte,  that  the  money 
paid  in,  and  the  right  to  receive  the  fatore  profile  of  trading,  are 
two  separate  and  independent  properties.  Hence  the  capital  of 
the  company  and  the  eharea  in  the  company  are  two  eepamte  and 
distinct  properties.  And  it  is  perfectly  poBsible  that  the  capital  of 
the  company  may  be  entirely  lost  oud  dissipated,  and  yet  the 
shares  be  of  immense  value. 

Id  the  first  place  the  money  capital  may  have  been  converted 
into  other  tilings,  which  arc  wholly  useless  and  valueless  if  divided 
or  broken  np.  The  money  capital  of  a  railroad  company  has  been 
converted  into  embankments  and  drains,  and  tunnels  and  bridges, 
and  station  houses.  What  is  the  value  of  these  thiTigs  to  sell  in- 
dependently ?  If  the  demand  for  a  railway  were  to  cease,  the 
original  capital  would  be  found  to  be  almost  entirely  dissipated  and 
sank.  In  the  case  of  a  bank  it  would  be  different,  because  there 
the  capital,  supixtsing  it  not  to  have  been  lost  in  business,  remains 
actually  in  the  tbrra  of  money,  and  that  can  be  divided  among  the 
shareholders  in  the  case  of  a  dissolution.  But  even  in  that  case 
the  same  rule  applies  to  a  certain  extent.  There  are  many  banks 
whose  stock  has  risen  200  percent,  above  the  value  of  the  money 
originally  paid  in.  If  such  a  bank  were  suddenly  dissolved  and  the 
original  capital  paid  in  divided  among  the  shareholders,  would 
they  receive  in  money  the  value  of  the  shares  of  the  bank  us 
they  stood  b<;forc  the  dissolution?     Certainly  not. 

And  this  very  clearly  shews  that  the  shares  in  a  Bank  may  be  of 
great  value,  and  yet  the  actual  capital  gone.  The  value  of  tlie 
shares  depends,  as  we  have  said,  on  the  ])rofits  of  the  business 
established  by  the  Bank.  Now  in  establishing  such  a  business 
the  Bank  may  lose  money,  and  yet  after  having  lost  money  it  may 
efiteblish  a  sound  and  flourishing  business,  and  that  gives  a  real 
VAJne  to  the  shares,  wholly  independent  of  the  money  originally 
paid  in. 

Let  UB  take  a  very  simple  case.  The  sum  actually  paid  on  the 
flhareB  of  the  London  and  Westminster  Bank  at  the  present  time 
IB  £20,  and  tlie  total  paid  up  is  £2,000,000.  But  the  actual 
market  price  of  the  shares  is  £78,  hence  the  total  value  of  the 
Bhuren  is  £7,800,000.  That  is,  the  property  of  tiie  shareholders 
\*  £7,800,000.     But  suppose  the  Bank  were  dissolved  to-morrow 
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and  the  capital  divided  among  the  shareholders,  do  they  believe 
that  they  would  actually  receive  £7,800,000  in  money  ?  They  do 
not  suppose  any  such  thing.  They  know  perfectly  well  that  there 
is  an  actual  deficiency  of  £5,800,000,  to  make  the  capital  equal 
in  value  to  the  shares.  And  yet  the  shares  have  a  real  value, 
though  there  is  no  money  to  represent  them.  It  is  perfectly  dear 
that  that  Bank  is  just  in  the  same  position  as  regards  the  shares, 
as  if  it  had  originally  £7,800,000  of  money  paid  in,  and  had  lott 
£5,200,000  in  establishing  its  present  business. 

Thus  the  money  paid  in  as  capital  is  analogous  to  the  land,  or 
to  the  railway,  or  the  canal ;  the  stock  represents  the  value  of  the 
business  generated  by  the  skill  of  the  traders, — two  distinct 
things. 

The  shares  bear  to  the  capital  paid  in  the  same  relation  that  the 
value  of  land  does  to  the  land  itself.  The  one  is  the  source  or 
the  instrument  of  the  annuity,  the  other  is  the  annuity  itself. 

It  is  the  same  relation  as  a  ship  bears  to  the  profits  to  be  made 
by  trading  with  it,  which  are  manifestly  distinct. 

Now  the  cases  of  a  Bank,  or  Insurance  Company,  to  which  the 
same  arguments  obviously  apply,  and  a  ship,  afford  us  some 
considerations  worth  notice. 

When  we  say  that  the  Capital,  or  Source  of  income,  is  a 
distinct  and  separate  property  from  the  income  itself,  many 
persons,  looking  to  the  cases  of  a  railway  or  land,  might  say  that 
it  is  the  value  of  the  produce  which  gives  the  value  to  the  railway 
and  to  the  land,  and  if  the  income  were  to  cease,  the  capital 
would  be  worth  nothing,  and  that  therefore  they  are  but  ons  pro- 
perty. This  argument  has  some  degree  of  plausibility,  because 
it  does  apply  in  appearance  to  those  particular  cases,  and  yet  it  is 
not  true  generally.  In  the  case  of  railways,  the  original  money 
capital  has  been  converted  into  something  which  has  no  general 
exchangeable  value.  A  railroad  has  no  value  except  as  a  raihroad. 
Should  the  railroad  not  pay  in  one  place,  it  is  not  possible  to  con- 
vert it  into  some  other  property,  or  to  transport  it  to  another 
place  where  it  would  pay  better.  The  railroad  therefore  has 
value  in  that  particular  place  only,  or  it  has  none  at  all.  But  the 
case  where  the  original  capital  remains  in  the  form  of  money, 
which  is  universally  exchangeable,  or  is  converted  into  something 
which  is  again  exchangeable,  or  convertible,  is  different.  Thus 
the  Capital  of  a  Bank,  or  Insurance  Company,  remains  actually 
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in  the  form  of  money,  GnppoBing  no  losses  in  business  to  occur, 
or  it  is  exchanged  for  aomething,  which  can  be  reconverted  into 
money,  aa  billB  of  exchange,  the  funds,  &c.  If  tlie  businesB 
of  the  bank,  or  insurance  company,  should  not  ancceed,  and 
therefore  the  profits  be  worth  nothing,  the  capital  may  BtiU  be 
invested  in  something  else,  and  remains  intact.  Here  it  is  quite 
evident  that  tlie  original  money  paid  in  as  capital,  and  the  profita 
arising  from  trading,  are  two  distinct  properties. 

So  in  a  Shipping  Company.  The  original  capital  in  money  ia 
converted  into  ships.  If  the  company  should  not  succeed  and 
make  no  profits,  still  the  actual  ships  have  value  and  may  be  sold, 
and  succeed  in  another  trade.  And  here  it  ia  qoite  clear  that  the 
ships  are  separate  and  independent  property,  distinct  from  the 
profits. 

Hence  we  obtain  this  general  kw, — 

That  the  Capita!,  or  instrument,  or  the  source  of  profit,  is  a 
distinct  and  sejiarate  property,  from  the  profits  made  by  it. 

In  some  cases  the  value  of  the  capital  may  remain,  and  the 
valae  of  the  profit  may  remain. 

In  other  cases  tlie  vabie  of  the  profita  may  remain,  while  the 
value  of  the  capital  vanishes. 

In  other  cases  the  value  of  the  capital  may  remain,  while  the 
value  of  the  profits  vanishes. 

In  other  cases  ,the  value  of  the  profits  and  the  value  ot  'he 
capital  may  vanish  together. 

No  oue  accustomed  to  mathematical  reasoning  will  have  the 
■lightest  difficulty  in  comprehending  this. 

Now,  the  point  we  liuve  been  aiming  at  all  this  time,  and  we 
think  it  is  satisractorily  shewn,  is  this,  that  shares  in  public 
companies  are  separate  and  independent  property.  And  they  are 
purely  of  an  incorjjoreal  nature.  For  we  need  hardly  say  that  the 
actual  piece  of  paper  on  which  the  writing  or  certificate  is,  ia 
merely  the  evidence  of  the  right,  which  might  exist  without  any 
material  evidence  at  all. 

Here  then  is  incorporeal  property,  which  is  not  embodied  in  any 
matter,  which  may  be  transferred  from  person  to  person  just  as 
much  as  material  property,  and  it  is  really  existing  projierty  as 
much  as  gold  and  siker,  and  is  a  jwrtion  of  public  wealth. 

Even  those  Ecouomists  who  have  admitted  the  existence  of 
incorporeal  elements  in  Economica,  have,  with  few  exceptions. 
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confined  their  remarks  to  qualities  of  the  person,  or  mind,  which 
prodace  a  revenue,  but  which  are  fixed  and  inherent  in  the  person, 
and  of  which  he  cannot  divest  himself.  These  are  the  only, 
immaterial  products  which  M.  Baudrillart,  for  example,  contem- 
plates, when  he  denies  the  admission  of  immaterial  products  into 
Economics,  and  remarks  as  one  reason  for  doing  so  that  they 
cannot  be  exchanged.  Moreover,  it  is  commonly  said,  that  incor- 
poreal elements  perish  in  the  using.  But  here  we  have  shewn  the 
existence  of  a  stupendous  mass  of  incorporeal  property  of  a  wholly 
different  nature  from  that  contemplated  by  Malthus,  or  M. 
Baudrillert.  The  incorporeal  property  we  have  been  considering 
is  as  permanent,  and  enduring,  as  capable  of  perpetual  existence, 
as  the  land  itself,  or  any  material  product.  What  is  there  to 
prevent  the  Bank  of  England,  or  the  London  and  Westminster 
Bank,  enduring  as  long  as  the  land  of  England  itself?  Why 
should  not  shares  in  them,  a  purely  incorporeal  property,  exist  as 
well  1,000  years  hence,  as  well  as  to-day?  There  is  no  principle 
of  decay  in  them.  Still  more,  is  there  not  every  probability  of  the 
shares  in  the  London  and  North  Western  Bailway  enduring  as 
long  as  this  country  itself  7  No  doubt  there  is  the  contingency 
even  of  the  Bank  of  England  failing,  or  being  destroyed,  but  that 
is  only  an  accident,  and  not  necessary.  Moreover,  this  incorporeal 
property  is  capable  of  being  transferred  from  hand  to  hand,  or 
from  person  to  person,  just  as  easily  as  any  material  product.  A 
man  can  denude  himself  of  the  property  in  these  shares,  or  in  a 
copyright,  just  as  easily  as  of  the  property  in  a  watch.  And 
Economists,  in  treating  of  property,  and  in  framing  a  definition 
of  wealth,  have  wholly  omitted  all  notice  of  this  enormous  mass 
of  property.  One  of  the  objections  against  admitting  incorporeal 
elements  into  Economics  is  that  it  cannot  be  valued.  We  reply 
that  they  not  only  can,  but  are,  valued  with  as  great  a  precision 
as  material  products. 

These  considerations  also  confirm  the  necessity  of  expelling  the 
limitation  of  "  the  result  of  past  human  labour  "  from  the  defini- 
tion of  capital,  as  we  have  already  shewn.  When  a  man  invests 
money  in  the  shares  of  the  Bank  of  England,  those  shares  become 
his  capital.  The  money  he  bought  them  with  may  have  been  the 
result  of  past  labour,  but  are  the  shares  he  purchased  the  result 
of  past  labour?  Certainly  not;  they  are  the  expectation  of 
profits  to  be  derived  from  future  labour,  or  industry.    Yet,  as 
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anything  wliicli  produces  a  revenue  is  capital,  they  become  capital 
to  him. 

The  consideration  of  the  conBtitntion  of  these  commercial 
Gompaniee  throws  a  clear  hght  on  the  nature  of  the  Funds. 
When  a  man  buys  an  estate  in  land  he  has  in  himself  the  right 
to  the  land  and  the  right  to  the  profits  of  the  land.  When  a 
single  person  is  a  banker  or  makes  a  railroad  the  caae  ia  similar  ; 
but  when  a  Company  founds  a  bank,  or  makes  a  railroad,  the  case 
is  difiercnt :  though  the  operations  arc  the  same,  the  interests  are 
Be.parated  between  the  Company  and  its  individual  members. 

IVhen  the  members  pay  their  contributiona  to  the  Company, 
thoy  lose  all  individual  property  in  them,  which  is  gone  to  the 
Company  in  its  corporate  character. 

The  Company  states  the  amount  it  receives  as  a  Debt  or 
Liability  to  its  individual  members,  and  gives  them  certificates 
called  shares,  which  entitles  each  one  to  share  in  the  profits  earned 
by  the  Company  in  the  proportion  of  the  quota  he  has  contribated 
to  the  capital. 

But  the  Company  must  invest  the  sums  it  receives  Irom  its 
meml>ers  in  building,  inmiture,  &c.,  or,  in  the  case  of  a  railway, 
in  land,  and  the  embankments,  tunnels,  rails,  &c.,  necessary  for 
cnrrjing  on  its  business. 

Hence  it  states  the  amount  it  receives  from  ite  members  as  a 
Debt  or  Liability,  which  is  called  Capital,  and  the  building,  the 
funiiture,  the  railivay,  and  the  actual  cash  it  baa,  as  assets ;  as  any 
may  see  on  looking  at  the  accounts  of  any  Joint  Stock  Bank 
or  Railway  Company. 

What  appears  then  as  "  Capital "  in  their  accounts  is  nothing 
more  than  a  Debt  upon  which  the  Company  pays  as  interest  to  its 
tnembers  the  profits  earned  by  its  btisiness. 

Hence  the  Shares  in  a  Commercial  Company  are  nothing  but  an 
abstract  Right  to  a  certain  portion  of  the  profils  ;  they  are  thns 
exactly  similar  to  a  Bill  of  Exchange  or  the  Funds ;  only  in  these 
latter  two  cases  there  is  a  person  who  is  bound  to  moke  the  pay- 
ment, therefore  they  are  Rights  of  Obligation :  in  the  case  of  the 
Shares,  there  are  no  particular  persons  who  are  hound  to  use  the 
Railway  or  to  deal  with  the  Bank  :  it  is  only  expected  that 
oome  persona  will  do  so  :  hence  the  Shares  are  Rights  of 
Expectation. 

Now  it  is  easily  seen   that  the  Funds  are  property  precisely 


268  PRINCIPLES   OF  ECONOMICS.  Ohav.  XIV. 

analogous  to  tiie  Share  Capital  of  a  Joint  Stock  Bank  or  a 
Bailway. 

The  nation  in  its  corporate  capacity  wants  some  great  public 
work  done.  It  therefore  borrows  contributions  &om  its  individual 
members,  for  which  it  agrees  to  pay  a  fixed  annual  interest.  This 
constitutes  the  Capital  of  the  debt ;  and  the  fundholders  are 
exactly  analogous  to  the  Shareholders  of  a  Company.  The  nation 
then  with  the  money  subscribed,  builds  ships,  hires  soldiers,  makes 
a  railway  or  what  not,  and  these  are  the  national  assets :  and  as 
the  nation  is  supposed  to  be  benefited  by  the  expenditure  it  pays 
a  fixed  sum  in  taxation. 

Those,  therefore,  who  admit  the  Share  Capital  of  a  Joint 
Stock  Bank  or  Bailway  to  be  wealth,  must  equally  admit  the 
Funds  to  be  wealth,  because  they  are  exactly  analogous  in  their 
nature. 

We  have  already  observed  that  as  there  is  a  com  market,  a 
meat  market,  a  fish  market,  a  poultry  market,  and  many  others, 
so  there  is  a  great  Debt  market,  which  is  the  Royal  Exchange. 
So  also  there  is  a  great  market  for  the  sale  and  exchange  of  the 
species  of  Incorporeal  Property  consisting  of  the  public  funds  and 
shares  in  Commercial  Companies,  which  is  called  the  Stock  Ex- 
change. This  is  a  market  exclusively  for  the  buying  and  selling 
Stocks  and  Shares,  British  and  Foreign,  a  species  of  property 
which  now  amounts  to  many  thousands  of  millions  of  money  :  and 
yet  which  is  entirely  ignored  in  books  which  profess  to  treat 
of  Economics. 

The  value  of  this  species  of  property  is  an  excellent  example  to 
shew  the  fallacy  of  the  doctrine  that  Value  depends  upon  cost  of 
production.  The  Value  of  these  shares  has  absolutely  nothing  what- 
ever to  do  with  cost  of  production  ;  it  depends  upon  the  annual 
profits  payable  on  the  shares :  and  whether  the  value  of  the  shares  ex- 
ceed or  falls  below  par,  entirely  depends  upon  the  annual  profits  and 
the  general  average  rate  of  interest.  The  most  striking  instance 
that  we  are  aware  of,  of  the  difference  between  the  cost  of  the 
capital  and  the  value  of  the  shares  is  the  New  River  Company. 
When  Sir  Hugh  Middleton  and  his  sagacious  co-adventurers,  in 
the  reign  of  James  I.  constructed  this  canal,  so  little  were  the 
blessings  of  pure  water  understood  by  the  citizens  of  London, 
that  the  patriotic  projector  was  ruined,  and  obliged  to  sell  his 
shares.    However,  the  demand  for  water  gradua>lly  grew,  and  with 
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it  the  value  of  the  shoree,  till  ultimately  a.  single  shore  of  £100 
waa  at  one  time  worth  £20,000,  and  was  coueidered  a  good  dowry 
for  the  daughter  of  a  wealthy  city  merchant.  The  value  of  all 
property  of  the  form  of  an  Annuity  ia  also  greatly  influenced  by 
the  average  rate  of  interest :  for  if  the  average  rate  of  inter- 
est be  three  per  cent,  an  annuity  will  sell  for  thirty-three  years' 
purchase :  if  the  average  rate  of  interest  were  ten  per  cent,  the 
Bame  annuity  would  only  sell  for  ten  years'  purchase.  And  what 
has  the  value  of  such  an  Amiuity  to  duwith  "quautiCy  of  labour" 
or  "  cost  of  produotiou  "  ? 

25,  We  mqet  now  consider  some  other  species  of  Incorporeal 
Property. 

In  former  ages,  when  people  had  scarcely  emerged  from  bar- 
barism, nothing  waa  considered  as  property  but  latui,  which  waa 
Bolid  and  immoveable.  As  they  became  more  civilized,  and  their 
ideas  more  refined,  moveables  were  admitted  to  take  rank  as  pro- 
perty :  but  still  no  property  waa  held  in  regard  but  what  waa 
sensible  to  the  eye  and  tangible  to  the  hand.  In  process  of  time, 
ax  refinement  increased,  men  began  to  reflect  that  they  bad  minds, 
and  that  their  minds  might  be  improved.  Accordingly  services 
rendered  to  the  mind  began  to  have  value,  and  to  be  capable  of 
being  estimated  in  money.  The  way  to  render  service  to  the 
mind  is  by  commanicating  to  it  ideas,  which  convey  to  it  per- 
ceptions of  what  is  noble,  and  just,  and  true,  and  elevate  the 
nature  of  what  is  really  and  trnly  the  Mak.  When  men  saw 
this  in  its  proper  aspect,  tliey  saw  that  a  person  who  was  capable 
of  rendering  services  to  them  in  tliis  way  should  be  allowed  to 
have  property  in  his  own  productions,  as  well  as  the  producers  of 
material  wealth.  Hence,  they  recognised  the  right  of  man  to 
have  property  in  Idkas.  The  law  which  gives  men  property  in 
their  own  ideas  is  called  the  law  of  Copyright  or  of  Patent*. 

Just  as  the  mind  of  man  is  admitted  to  be  of  a  much  higher  nature 
than  his  body,  so  is  the  aerrice  rendered  to  his  mind  of  a  much 
higher  nature  than  one  rendered  to  his  body.  Ilence,  ideas  are  a 
much  loftier  species  of  property  than  material  wealth.  True  ideas 
itre  the  foundation  of  good  government,  and  of  the  happiness  and 
welfare  of  the  whole  human  race,  both  here  and  hereafter ;  and  it 
sboold  be  the  object  of  every  man  to  gather  true  ideas  wherever 
and  whenever  ho  can,  and  tollow  them  in  practice.     True  ideas 
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are  the  riches  of  the  mind — ^riches  which  neither  moths  can 
deTonr,  nor  rust  corrode,  which  do  not  make  themselves  vrings  and 
fly  away  from  ns  as  an  eagle,  but  which  bear  us  like  an  eagle  towards 
heaven — ^riches  which  some  would  have  us  believe  we  can  take 
beyond  the  grave.  And  they  are  preserved  and  propagated  in 
books  **  exempted  from  the  wrong  of  time,  and  capable  of  per- 
petual renovation.  Neither  are  they  fitly  to  be  called  images, 
because  they  generate  still,  and  cast  their  seeds  into  the  minds  of 
others,  provoking  and  causing  infinite  actions  and  opinions  in 
succeeding  ages :  so  that  if  the  invention  of  the  ship  was  thought 
so  noble,  which  carrieth  riches  and  commodities  &om  place  to 
place,  and  consociateth  the  most  remote  regions  in  participation  of 
their  fruits,  how  much  more  are  letters  to  be  magnified,  which,  as 
ships,  pass  through  the  vast  seas  of  time,  and  make  ages  so  distant 
to  participate  in  the  wisdom,  and  illumination,  and  inventions,  the 
one  of  the  other."  ^ 

26.  There  is  a  peculiarity  about  the  law  of  copyright  and 
patents,  which  is  worth  noticing.  No  man  can  have  property  in 
a  general  truth,  or  a  principle,  but  only  in  a  particular  demonstra- 
tion of  the  truth,  or  an  application  of  the  principle.  No  one  can 
have  a  patent  for  a  discovery y  but  only  for  an  invention.  As  soon 
as  a  general  principle  is  discovered,  it  becomes  universal  property, 
and  every  one  can  appropriate  to  himself  any  new  demonstration 
or  application  of  it  he  can  devise.  No  man  can  appropriate  to 
himself  a  scientific  truth,  nor  can  he  have  a  patent  for  a  princi- 
ple ;  thus,  he  cannot  have  a  patent  for  the  general  principle  of 
the  use  of  steam,  or  air,  or  electricity  as  a  motive  power,  but  only 
some  particular  form  of  its  application. 

27.  Copyright,  like  the  other  species  of  Incorporeal  Property, 
is  an  example  of  the  truth  of  the  Roman  doctrine  that  Bights  are 
included  under  the  term  Wealth.  Every  one  knows  that  the 
various  Copyrights  in  the  country  form  a  property  of  enormous 
value,  and  yet  Whately  is  the  only  Economist  in  this  country  that 
we  are  aware  of,  who  seems  to  be  aware  of  their  existence.  He 
says' — *^  Since  the  popular  use  of  the  term  Wealth  is  not  always 
very  precise,  and  since  it  may  require  just  in  the  outset  some 
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degree  of  attention  to  avoid  being  confnsed  by  contemplating  the 
very  Barae  thing  as  being,  or  not  being,  an  article  of  wealth, 
according  to  circumBtanccB,  I  think  it  for  this  reaEon  more  con- 
Teniout  on  the  whole  to  describe  Political  Economy  as  concerned 
imiTereally,  and  excluBively,  aboot  exchanges. 

"  It  was  once  proiwsed,  indeed,  to  designate  it  the  '  Philosophy 
of  Commerce'  ;  but  this,  though  etymologically  quite  unescept- 
ionable,  being  indeed  coincident  with  the  description  juat  given, 
is  open  to  the  objection,  tliat  tlie  word  Commerce  haa  been  in 
popular  use  arbitrarily  limited  to  one  class  of  exchanges. 

"The  only  difficulty  I  can  foresee,  as  attendant  on  the 
language  I  have  now  been  using,  is  one  which  vanishes  so 
readily  oo  a  moment's  reflection,  as  to  be  hardly  worth  men- 
tioning. In  many  cases,  where  an  exchange  really  takes  place, 
the  fact  is  liable  (until  the  attention  is  drawn  to  it)  to  be  over- 
looked, in  consequence  of  our  not  seeing  any  transfer  from  hand 
to  hand  of  a  material  object.  For  instance,  when  the  copyright 
of  a  book  is  sold  to  a  bookseller,  the  article  transferred  is  not  the 
mere  paper  covered  with  writiiig,  but  the  esclusive  Privilege  of 
printing  and  publishing.  It  ia  plain,  however,  on  a  moment's 
thought,  that  the  transaction  is  aa  real  an  exchange  as  that  which 
takes  place  between  the  bookseller  and  his  customers,  who  buy 
copies  of  the  work.  The  payment  of  rent  for  land  is  a  trans- 
action of  a  similar  kind  :  for  though  the  land  itself  is  a  material 
object,  it  is  not  this  that  is  parted  with  to  the  tenant,  but  the 
RiQHT  to  til!  it,  or  to  make  use  of  it  in  some  other  specified 
manner.  Sometimes,  for  instance,  rent  is  paid  for  a  right  of  way 
through  another's  field  ;  or  for  liberty  to  erect  a  booth  during  a 
fair :  or  to  race  and  exercise  horses,"  &c.  And  in  a  note  to  the 
part  of  this  passage  relating  to  the  sale  of  a  copyright,  Whately 
says — "  This  instance,  by  the  way,  evinces  the  impropriety  of 
limiting  the  term  Wealth  to  vutlirial  objects." 

Thus  Whately  is  the  first  Economist  that  we  are  aware  of  in 
this  country  to  perceive  that  a  Right,  or  Pririlege,  is  wealth  j 
although,  of  course,  it  is  implicitly  acknowledged  by  others  when 
they  say  that  wealth  is  anything  which  is  exchangeable  ;  for  every 
one  knows  tliat  abstract  rights  are  the  subject  of  sale.  But  the 
whole  difficulty  is  cleared  up  when  we  have  shewn  that,  in  fact,  all 
Economic  quantities  are  rights. 

The  value  of  literary  property  is  a  striking  example  of  the 
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truth  of  the  doctrine  that  value  depends  upon  demand,  and  not 
upon  labour.  When  men  began  to  direct  their  attention  to  the 
piimarj  objects  of  sale  which  were  material,  such  as  com,  food 
of  all  kinds,  &c.,  which  are  aU  associated  with  labour,  unreflecting 
persons  juBiped  at  the  conclusion  that  labour  is  the  cause  of  their 
value,  whereas  it  is  quite  clear  that  the  demand  for  them  is  the 
true  source  of  thdr  yalue. 

But  what  gives  value  to  the  Oopjright  ?  Moit  manifestly  the 
demand  of  the  pubUc  for  the  work.  By  the  very  force  of  Nature 
men  feel  the  necessity  for  food  ;  and  therefore  men  labour  to 
produce  it.  But  men  do  not  always  feel  the  want  of  mental  food 
by  the  force  of  nature  :  it  requires  cultivation  and  education  to 
make  them  feel  a  craving  for  instruction.  Now  whether  a  Copy- 
right has  any  value  or  not,  does  not  depend  upon  the  labour  of  the 
producer,  but  upon  the  demand  of  the  consumer  :  on  the  apprecia- 
tion of  the  public  of  his  labours,  and  their  demand  for  them,  and 
unless  this  exists  copyright  has  no  value  at  all.  Without  enumera- 
ting the  great  works  of  the  ancients,  let  us  ask  whether  there  was 
a  less  quantity  of  labour  in  Chaucer  and  Spenser  than  in  many 
modem  works  ?  Shakespeare,  it  is  true,  realised  a  modest  com- 
petency by  his  share  in  a  theatre  ;  but  it  is  certain  he  never  would 
have  earned  bread  and  cheese  by  the  sale  of  his  dramas.  With- 
out making  invidious  comparisons,  is  the  fortune  earned  by 
Tennyson,  for  example,  compared  to  that  earned  by  a  Spenser  or 
a  Shakespeare,  proportional  to  the  quantity  of  labour  in  their 
respective  works  ?  There  is  no  department  of  human  industry 
in  which  the  fallacy  of  the  doctrine  that  Labour  is  the  cause  of 
value  is  more  conspicuous  than  in  Literary  and  Scientific  work. 
Where  would  Newton  have  been  without  his  fellowship?  The 
writers  of  the  most  learned  works  do  not  earn  the  wages  of  a  day 
labourer:  whereas  many  who  write  nothing  but  trashy  and 
ephemeral  novels  may  earn  a  fortune.  And  is  this  from  their 
utility  ?    It  manifestly  arises  from  the  taste  of  the  public. 

Smith  says — ^"The  property  which  every  man  has  in  his  own 
labour,  as  it  is  the  original  foundation  of  all  other  property,  so  it 
is  the  most  sacred  and  inviolable  " :  a  sentiment  in  which  every 
one  must  agree.  And  what  is  literary  and  scientific  work  ?  It  is 
pure  thought — ^pure  labour.  And,  seeing  that  the  productions  of  a 
man's  mind  are  now  recognised  to  be  as  truly  his  own  property  and 
the  fruits  of  his  industry,  as  the  productions  of  material  wealth,  it 
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it)  hard  to  see  on  what  groundB  he  can  be  denied  the  aame  tenure 
in  one  as  in  the  other.  Surely  no  one  con  deny  that  a  great 
work  in  literatnre  is  as  great  a  serrice  to  a  oountiy  as  a  chair,  or  a 
table,  or  a  sliip  ;  and  yet  the  prodnccr  of  one  is  not  allowed  to 
derivt  the  same  benefit  for  hia  services  as  the  other.  In  tlte  latter 
case,  his  right  is  iicknowledged  to  be  perpetual,  and  he  may 
dispose  of  it  as  be  pleases,  and  transmit  it  to  his  descendants  as 
long  as  tbe  thing  eontinues  in  being ;  but  the  rights  of  the  other 
are  only  trunsient,  and,  after  a  certain  brief  period,  by  the  edsting 
law,  ceaae  for  ever.  The  merohant  who  labours  for  commodities 
may  found  a  family,  and  bis  descendants  may  be  released  for  ever 
from  the  necessity  of  toil,  through  the  wealth  accumnlated  by 
their  ancestor.  But  the  descendontA  of  tho  author,  who  may 
^nd  his  Ufe  in  producing  it  work  which  may  adorn  the  litera- 
ture, and  be  an  everlasting  posacsaion  to  his  country,  may  starve 
in  the  street,  while  all  the  world  may  appropriate  to  themselves 
tlte  profits  made  by  publishing  the  works  of  their  ancestor. 

These  things  should  not  bo.  There  can  be  no  just  grounds 
)Mint«d  out  for  the  distinction  :  if  an  author's  right  in  his  own 
works  exists  at  all,  it  exists  fur  ever,  and  cannot  be  limited  to  7, 
14,  42,  or  any  finite  number  of  years  ;  and  just  as  the  works  of 
ft  Hhakeepeare,  a  Milton,  or  a  Bacon,  are  a  nobler  possession  for  a 
country  to  inherit  than  the  most  magnificent  sliip  that  ever 
floated  on  the  ocean,  so  ought  the  rights  of  such  a  Iwneractor  to 
his  country  to  bo  preserved  and  gnaxded  Mith  as  jealous  care,  as 
those  of  the  other,  in  any  State  where  the  rights  of  property  are 
held  sacred. 

McCulloch,  in  his  Commercial  Dictionary,  at^es  against 
the  expediency  of  extending  tbe  present  term  of  copyright,  42 
years,  and  while  he  doubts  that  any  advantage  woold  accrae  to 
authors,  he  thinks  it  would  be  detrimental  to  the  public  interests, 
and  he  instances  a  man  uompnting  a  table  of  logarithms  to  five 
or  seven  places,  and  says  that  if  his  computations  are  correct,  no 
improvement  can  be  made  Q[jon  them,  to  the  extent  at  least 
to  which  they  go  ;  and  he  then  aaks,  if  he  or  his  assignees  are  to 
he  entitled  in  all  time  to  prevent  other  persons  Erom  publishing 
■imilar  tables,  as  an  invasion  of  private  property,  McCnlloeh 
doe<8  not  seem  to  be  liappy  in  his  arguments  on  tbe  question,  and 
be  is  still  more  nufortunate  in  the  instance  he  has  eelecttid  to  illus- 
trat«  them,  because  a  tabic  of  logarithms  is  a  scientific  truth,  in 
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T^hich  no  one  can  have  copyrighty  and  is  an  instance  of  the 
exception  mentioned  abeady.  The  logarithfn  of  a  nnmber  or 
of  any  other  quantity,  is  a  scientific  truth  or  result,  which  every 
one  is  at  Uberty  to  calculate  for  himself  in  his  own  way,  and  if 
any  one  were  to  discover  a  new  method  of  calculating  logarithms, 
he  would  undoubtedly  be  ^titled  to  copyright  in  that.  But  no 
one  can  have  copyright  in  the  actual  result,  any  more  than  in  any 
other  scientific  truth.  McCulloch  farther  states  that  in  his 
opinion  more  injury  than  benefit  would  result  to  literature  from 
making  copyright  perpetual,  but  he  gives  no  ground  for  such  an 
opinion  ;  and  the  benefit  or  otherwise  to  literature  is  wholly 
beside  the  question,  which  is,  what  are  the  rights  of  authors. 
The  copyright  of  Clarendon's  History  of  the  RebelHon  is  the 
perpetual  property  of  the  University  of  Oxford,  and  there  is  a 
provision  by  statute  that  all  copyrights  bequeathed  to  the  Uni- 
versities are  perpetual ;  and  we  may  well  ask  why  the  Universities 
should  be  permitted  to  have  a  perpetual  copyright  rather  than 
an  Author.  The  Universities  evidently  deem  it  an  advantage 
to  possess  this  property,  and  the  question  is  not  the  advantage 
of  the  public,  but  the  rights  of  property.  It  would  be  an 
undoubted  advantage  to  the  pubUc,  and  a  great  benefit  to  agri- 
culture, if  many  of  the  gigantic  estates  in  this  country  were 
broken  up  into  smaller  ones,  and  in  the  hands  of  more  numerous 
and  enterprising  owners,  but  none  but  a  few  wild  dreamers  think 
of  such  an  invasion  of  the  rights  of  private  property.  Now,  the 
right  of  an  author  in  his  own  book  is  just  as  sacred  as  his  right 
to  his  own  land,  and  he  ought  no  more  to  be  deprived  of  one 
than  the  other. 

The  feeling  of  the  law  with  respect  to  literary  property  is  very 
much  that  of  the  French  Revolutionary  Tribunal.  An  elderly 
gentleman  had  been  dispossessed  of  some  old  family  property  by 
violence  during  the  revolution.  He  went  to  the  court  of  justice 
to  get  them  to  expel  the  intruder.  He  pleaded  that  the  property 
had  been  in  his  family  for  many  generations,  "  Oh  ! "  said  the 
judge,  **  that  is  the  very  reason  why  I  shall  not  give  it  to  you  back. 
Your  family  has  had  it  so  long,  that  it  is  right  that  some  one  else 
should  have  it  now  ! !  "  So  it  is  with  literary  property.  The  law 
thinks  that  42  years  is  quite  long  enough  for  a  man's  family  to 
enjoy  the  right  of  their  own  property.  It  is  then  some  one  else's 
turn  to  have  it.  In  1794,  a  notorious  Scotch  judge.  Lord 
Braxfield,  had  no  higher  term  to  call  men  who  held  nothing  but 
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personal  property  than  "  rabble."  The  Bentimenta  of  the  oiniera 
of  material  wealth  towards  authors  is  somewhat  tinged  with  the 
same  feeling.  They  meet  with  little  Bympathy  from  society  iu 
general. 

Lord  Macaulay,  whose  riews  on  the  proper  duration  of  Copy- 
right, were  embodied  iu  the  present  Act,  argued  vehemently 
B^nst  Copyright  as  an  odiooH  monopoly,  as  bad  na  those  which 
Elizabeth  was  compelled  to  abolish  by  her  Parliiiment' — "Why 
ihould  we  not  revive  all  those  old  monojwlies  which,  in  Elizabeth's 
reign,  galled  our  fathers  so  severely  that,  maddened  by  intolerable 
wrong,  they  opposed  to  their  sovereign  a  reaistaoce  before  wliich 
her  haughty  spirit  quaUed  for  the  first  and  the  last  time  ?  Was  it 
the  cheapnesB  and  excellence  of  commodities  that  then  so  violently 
ctirred  the  indignation  of  the  English  people?  I  believe,  sir,  that 
I  may  safely  take  it  for  granted  that  the  effect  of  monojjoly 
generally  is  to  make  articles  scarce,  to  make  them  dear,  and  to 
make  them  bad.  And  I  may  with  equal  safety  challenge  my 
honorable  friend  to  find  out  any  distinction  between  copyright  and 
other  privileges  of  the  same  kind  ;  any  reason  why  a  monopoly  of 
books  should  produce  an  effect  directly  the  reverse  of  that  which 

)  produced  by  the  East  India  Company's  monopoly  of  tea,  or 
Lord  Esaes's  monopolies  of  sweet  wine."  It  is  needlces  to  point  out 
the  transparent  fallacy  of  this  argument.  To  make  the  cases 
imrallel,  it  would  be  necessary  to  give  a  person  a  genera!  monopoly 
of  writing  a  History  of  England,  for  example — to  give  liim  a 
general  monopoly  of  a  particular  subject.  Then,  no  doubt,  the 
jonBequeuces  described  by  Macaulay  would  follow.  We  should 
tlave  very  bad  histories  of  England,  and  so  on  of  every  other  case. 
Bnt  no  one  proposes  such  an  absurdity  :  only  if  a  man  bestows 
great  labour  and  time  iu  composing  a  particular  History  of 

igland,  or  poem,  that  he  should  have  a  property  in  tlie  flrttitfi  of 

^  own  labour.  Nothing  would  prevent  any  other  man  ftx>m 
writing  a  better  history  if  ho  could,  and  winning  the  preference 
f  the  public.  Beamse  Tbirlwall  has  copyright  in  his  History  of 
.JQreece,  how  could  that  prevent  Grotc  also  writing  his  History  of 
Greece,  and  each  having  copyright  in  his  own  work  ?  Macaulay 
Iraa,  it  is  trne,  brought  forward  other  arguments  of  a  more  practical 
nature,  which  we  need  not  set  forth  at  length,  because  all  the  in- 
tenveniencea  he  enumerates  could  very  easily  be  provided  for. 
'  S/Bcc/ia.  ji.  213. 

T  2 
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What  we  object  to  is  his  ftindamental  fallacy  in  comparing  a  copy- 
right in  a  particular  work,  the  fruit  of  a  man's  labour,  to  the  odious 
monopolies  of  Elizabeth,  or  to  that  of  the  East  India  Company. 
And  so  far  from  deteriorating  the  character  of  literature,  we  belieye 
that  nothing  would  be  a  more  powerful  incentiye  to  an  author  to 
produce  a  work  of  lasting  yalue  than  to  feel  that  he  could  leave  it 
as  a  permanent  property  to  his  &mily.  Besides,  as  we  have  already 
observed,  the  Universities  have  perpetual  copyright  in  all  works 
bequeathed  to  them  :  and  if  the  Universities  have  it,  why  should 
not  the  authors  7 

The  progress  of  public  opinion  evidently  tends  in  this  direction ; 
something  was  done  by  the  last  Act,  but  the  advancing  voice  of 
refinement,  and  the  increasing  perception  of  moral  right,  will  pro- 
bably demand  more.  Why  should  a  man  who  devotes  hiff  life  to  carve 
out  an  estate  in  fame,  be  denied  equal  rights  with  one  who  seeks  to 
agglomerate  material  wealth  ?  Let  us  hope  that  the  day  is  coming 
when  the  owners  of  the  ideal  ships  that  sail  down  the  seas  of  time, 
freighted  with  the  hoarded  treasures  of  the  wisdom,  and  learning, 
and  worth  of  successive  generations,  to  illumine  the  understanding 
and  gladden  the  hearts  of  the  latest  posterity,  may  enjoy,  and  trans- 
mit to  their  descendants,  the  same  rights  as  the  owners  of  the 
wooden  and  iron  ships,  which  bring  com  and  cotton,  and  whatever 
else  ministers  to  the  material  requirements  of  mankind. 

28.  Another  form  of  property  in  ideas  is  a  Patent,  which  is  a 
Right  granted  by  Letters  Patent  from  the  Crown  for  the  exclusive 
making,  using,  and  selling,  some  commodity  :  restricted  in  modem 
times  by  statute  to  a  new  invention. 

Formerly,  indeed,  patents  were  granted  for  much  more  extensive 
monopolies.  Some  of  our  earlier  kings,  to  eke  out  the  scanty 
revenues  granted  them  by  Parliament,  in  the  plenitude  of  their 
prerogative,  sold  to  private  persons  the  exclusive  right  of  importing 
or  dealing  in  certain  commodities.  Edward  III.  granted  a  mono- 
poly to  John  Peach  of  selling  sweet  wines.  For  this  Peach  was 
arraigned  in  Parliament,  and  after  a  great  debate  the  patent  was 
adjudged  void,  and  cancelled  before  his  face,  because  he  had  exacted 
8s.  6d.  a  tun  for  wine.  He  was  committed  to  prison  until  he  had 
made  restitution  of  all  he  had  taken,  and  further  ordered  to  pay  a 
fine  of  £500  to  the  King. 

The  revenues  granted  to  Elizabeth  were  very  sparing.    From 
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her  temporal  and  Bpititnal  Parliaments  together,  she  only  received 
about  £65,000  a  year.  Accordingly,  to  increase  this  income, 
abont  the  1 7th  year  of  her  reign  she  began  to  revive  the  old  system 
of  granting  patents  for  trade  monopoUes.  These  became  so  ob- 
noxious and  oppressive  that  strong  remoiiBtrances  were  made  in 
the  Parliament  of  J597-  These,  however,  produced  very  little 
effect ;  and  became  more  nnmerons  and  oppressive  than  ever.  At 
last,  in  the  Parliament  of  11)01,  a  stem  and  fierce  onslaught  on 
these  monopolies  was  organized.  A  list  of  them,  avowedly  im- 
perfect, vras  read  in  the  House,  and  they  included  salt,  currants, 
iron,  powder,  cards,  calfskins,  felta,  poledavies  (a  kind  of  canvas), 
ox  shinbones,  hair-oU,  lists  of  cloth,  potash,  aniseed,  viuegar,  sea 
coal,  steel,  aqna  vitie,  brushes,  {wts,  bottles,  saltpetre,  lead,  Latin 
grammare,  oil,  calamine  stone,  oil  of  blubber,  glawcs,  dice,  papur, 
starch,  tin,  sulphur,  new  drapery,  dried  pilchards,  the  exportation 
of  iron,  horn,  beer,  and  leather,  the  importation  of  Spanish  wool 
and  Irish  linen.  A  member  asked  if  bread  was  not  among  the 
□nmber.  Some  members  boldly  caUed  tlie  monopolists  "  blood- 
suckers of  the  Commonwealth,"  The  price  of  salt  had  l«en  raised 
from  16d.  to  148,  the  bushel.  One  member  said  that  the  mono- 
polies of  salt  cost  the  towns  of  Lyme,  Boston,  and  Hull,  £8,000  a 
year.  Bacon,  Fleming,  and  Cecil,  vapoured  abont  the  prerogative 
of  the  Crown,  which  wsis  aoinething  so  divine,  that  it  was  neither 
to  be  examined,  canvassed,  nor  disputed.  But  the  House  was  not 
to  be  terrified  with  these  threats.  Cecil  acknowledged  that  in  all 
his  parliamentary  experience  he  had  never  seen  such  a  commotioii 
in  the  House,  The  Queen,  however,  seeing  that  mattera  were  be- 
conung  serious,  with  that  true  discernment  and  tact  which  were 
fotally  deficient  in  the  next  race  of  sovereigns,  thanked  the  House 
for  its  care  of  the  public  weal,  and  expressed  the  warmest  indigna- 
tion at  the  abuses  of  her  granta  which  had  been  brought  to  her 
knowledge,  and  promised  that  some  should  be  immediately  re- 
pealed, some  suspended,  and  none  should  take  effect  until  they  had 
been  examined  in  a  Court  of  Law.  Cecil  very  soon  changed  his 
tone,  and  said  he  would  have  all  men  know  that  it  is  no  jesting 
with  a  Court  of  Parliament,  The  House  was  dehghted  ;  a  mem- 
ber said  that  the  Queen's  message  was  a  gosiiel,  for  if  ever  the  glad 
tidings  came  to  the  heart  of  a  nation,  tliey  came  now.  And  the 
matter  ended  in  mutual  congratulations  between  the  Queen  imd 
the  House. 
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Bat  the  snake  was  scotched,  not  killecL  No  sooner  was  the 
great  Qneen  laid  in  her  grave,  and  the  sceptre  of  the  Plantagenets 
and  the  Tndors  passed  away  to  a  drivelling  boffoon,  than  the 
abnse  of  monopolies  flonrished  again  in  more  rank  loxnriance  than 
ever.  At  length,  after  several  remonstrances  of  Parliament  had 
proved  ineffectoal,  the  Statute  of  Monopolies  was  passed,  21 
James  I.,  c.  3,  that  all  monopolies  of  trade  are  contnuy  to  the 
fdndamental  laws  of  the  realm  :  and  they  were  forbidden  in  fdtnre, 
except  only  that  the  Crown  was  empowered  to  grant  letters  patent 
for  a  period  not  exceeding  twenty-one  years  to  the  first  and  true 
inventors  of  any  new  mannfactores  within  the  realm,  which  were 
not  nsed  by  any  one  else  at  the  time  of  granting  the  letters 
patent  And  this  principle  still  remains  good,  with  some  modifi- 
cations. 

This  kind  of  Right,  though  usually  classed  along  with  Copy- 
right, is  surrounded  with  far  greater  difficulties;  and  ite  expediency 
is  a  more  disputable  point  than  that  of  Copyright. 

It  might  be  said  that  as  each  is  the  fruit  of  a  man's  own  labour, 
lie  should  be  entitled  to  equal  property  in  them.  This  argu- 
ment, though  somewhat  specious,  does  not  hold.  No  two  persons 
working  on  the  same  literary  work  independently  ever  produce  the 
same  ideas.  It  would  be  a  very  remarkable  circumstance  that  two 
independent  persons  should  ever  hit  on  exactly  the  same  line  of 
poetry,  or  construct  a  single  sentence  of  moderate  length  exactly 
the  same,  word  for  word.  It  would  be  absolutely  incredible  that 
two  persons  writing  independently  should  ever  compose  ten  conse- 
cutive lines  of  poetry,  or  write  half  a  page  of  prose,  word  for  word 
the  same.  Even,  therefore,  if  they  chose  the  same  subject  for  a 
poem,  a  drama,  a  history,  the  work  of  each  would  be  absolutely 
independent.  But  when  many  persons'  minds  are  bent  on  Science, 
or  Invention,  the  case  is  different :  different  persons  thinking  in- 
dependently constantly  hit  upon  the  same  ideas.  It  has  often  been 
remarked  that  if  the  greatest  names  in  Science  had  never  lived, 
some  one  else  would  have  hit  upon  their  discoveries. 

No  man,  as  we  have  before  observed,  can  have  a  patent  for  a 
principle,  or  a  copyright  in  a  great  scientific  discovery.  No  one 
else  may  reprint  such  a  work  verbatim.  But  as  soon  as  a  great 
scientific  discovery  is  made,  every  one  may  express  it  in  his  own 
way  in  a  different  form. 

A  literary  work  is  more  a  man's  individual  property  than  a  work 
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of  science.  If  Shafcrapeare  had  not  lived,  there  is  no  renson  to 
Bnppoee  that  we  should  ever  have  had  Macbeth,  Hamlet,  or  Ol/wllo. 
But  if  Newton  had  not  lived,  there  is  every  reason  to  BUppose  that 
by  tliia  time  we  should  have  had  the  Theory  of  Gravity.  lu 
science  one  man's  diaeoveriea  are  baaed  upon  the  labours  of  his 
predecessors  ;  and  in  turn  are  the  basis  of  the  labours  of  his  snc- 
ceasors.  He  therefore  adopts  and  nses  the  common  property  of 
mantiud,  and  in  return  his  discoveries  become  common  property: 
and  then  there  is  constant  progress.  But  it  is  not  bo  in  literature: 
there  is  no  such  constant  progress. 

It  ia  with  inventions  as  with  science.  In  this  inventive  age. 
when  so  many  men's  minds  are  turned  towards  the  same  subjects, 
they  constantly  hit  upon  the  same  invention.  Inventions  grow 
out  of  one  another  ;  and  in  the  conatructioti  of  some  complicated 
machine,  an  inventor  walks  among  traps  and  pitfalls  at  every  st^p, 
and  must  carefully  beware  lest  some  one  else  has  not  already  hit 
npon  the  same  idea,  and  got  a  patent  tor  it.  The  practical  evib 
of  this  are  bo  great,  that  many  able  persons,  including  many  dig- 
tinguislied  inventors,  have  strenuously  argued  in  favour  of  the 
total  abolition  of  patents.  This,  however,  o]}ens  a  very  wide  ques- 
tion, which  this  is  not  the  place  to  discuss.  We  have  here  only  to 
explain  the  natnreof  Patents  as  Incorporeal  Property,  not  to  argiie 
about  their  expediency. 

29.  Another  species  of  Incorporeal  Property  ia  the  Goonwiti 
of  a  business.  When  a  person  has  established  a  reputotion  in 
any  commercial  way  the  expectation  of  future  profits  is  a  valuable 
property  which  he  may  sell  when  he  retires  from  business.  This 
is  a  species  of  property  quite  separate  from  the  house  or  shop,  or 
the  goods  actually  in  the  shop  :  and  is  a  matter  of  sale  to  his 
snccessor.  This  property  ia  fully  recognised  by  Conrls  of  Law  as 
part  of  the  fmit«  of  accumulated  industry,  just  as  much  as  any 
material  product.  But  us  it  is  always  fixed  to  a  particular  pince 
it  may  be  called  Incorporeal  Real  Property. 

The  Goodwill  of  a  business  is  usually  reckoned,  we  believe,  at 
about  two  years'  profits :  it  is  evident  that  this  ia  u  B]>ectes  of  pro- 
perty of  immense  magnitude ;  and  yet  do  Economist  in  this 
txNintry  seems  aware  of  its  existence. 

80,  But  not  only  may  a  dealer  in  material  prodnets  creuto  n 
boBtneas  by  his  industry  and  labour,  which  may  be  sold,  but 
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dealers  in  immaterial  prodncts^  such  as  medical  men^  BolicitorSy 
&c,,  may  do  the  same,  and  it  is  capable  of  being  sold,  and  is  also 
Incorporeal  Property.  This  is  nsnally  called  a  PBAonoEy  in 
French  a  climtelU.  K  a  young  doctor  or  solicitor  wishes  to  start 
in  business,  it  is  very  nsnal  for  him  to  bny  a  practice,  and,  of 
amrse,  such  a  purchase  is  an  investment  of  Capital. 

81.  Other  kinds  of  Incorporeal  Property  are  Tolls  and 
Febbies^  which  are  the  Eights  of  receiving  the  payments  made 
for  using  bridges,  roads,  and  ferries.  These  are  so  well  known 
that  we  need  not  dwell  upon  them. 

We  may  mention  as  a  last  species  of  Incorporeal  Property,  not 
below  the  dignity  of  Economics,  a  street  crossing.  These  are 
made  the  subject  of  regular  property  by  the  poorer  classes,  just 
as  much  as  landed  estates,  and  they  are  bequeathed  from  one  to 
ihe  other,  and  are  made  t^e  subject  of  marriage  portions.  There 
cannot  be  a  plainer  example  of  the  emptio  spei  than  these  street 
crossings,  as  no  one  is  compelled  to  pay  toll  for  them :  their 
receipts  depend  purely  upon  the  charitable  feelings  of  the 
passengers:  and  yet  they  are  capital  to  their  occupiers. 


CHAPTER  XV. 


THE  THEORY  OP  THE  EXCHANGES. 

On  MilVs  doctrine  of  International  Trade  and  International 

Values. 

1.  We  have  now  come  in  the  natural  order  of  the  subject  to 
the  exposition  of  the  Exchanges,  but,  as  usual,  we  are  impeded 
in  our  course  by  the  unphilosophical  doctrines  of  Mill,  to  which 
we  must  give  some  attention.  Nor  will  they  detain  us  long, 
for  a  very  few  general  considerations  will  suffice  to  brush  them 
away. 

Mill  says^ — "Does  the  law  that  permanent  yalue  is  propor- 
tioned to  cost  of  production,  hold  good  between  conmioditiea 
produced  in  distant  places,  as  it  does  between  those  prodooed  in 
adjacent  places  ? 

"  We  shall  find  that  it  does  not." 

Again' — ^'^The  ralue  of  commodities  produced  at  the  same 
place,  or  in  places  sufficiently  adjacent  for  capital  to  more  freely 
between  them — ^let  us  say  for  simplicity,  if  commodities  produced 
in  the  same  country— depend  (temporary  fluctuations  apart)  upon 
their  cost  of  production.  But  the  value  of  a  commodity  brought 
from  a  distant  place,  especially  from  a  foreign  country,  does  not 
depend  on  its  cost  of  production  in  the  place  from  whence  it 
comes ;  on  what  then  does  it  depend  ?  The  value  of  a  thing  in 
any  place  depends  on  the  cost  of  its  acquisition  in  that  place,  which, 
in  the  case  of  an  imported  article,  means  the  cost  of  production 
of  the  thing  which  is  expected  to  pay  for  it 

"  If,  then,  England  imports  wine  frt)m  Spain,  giving  for  every 
pipe  of  wine  a  bale  of  cloth,  the  exchange  value  of  a  pipe  of  wine 
in  England  will  not  depend  upon  what  the  production  of  the  wine 
may  have  cost  in  Spain,  but  upon  what  the  production  of  the  cloth 
has  cost  in  England.  Though  the  wine  may  have  cost  in  Spain 
the  equivalent  of  only  ten  days'  labour,  yet,  if  the  cloth  costs  in 
England  twenty  days'  labour,  the  wine,  when  brought  to  England, 
will  exchange  for  the  produce  of  twenty  days'  English  laiboQT,  phis 

1  £HnoipU$  0/  JMitiMi  Eoamm^,  B.  III.,  ck,  17.         *  IHd.,  eh.  18. 
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the  ooet  of  carriage^  indnding  ihe  usual  profit  on  the  importer's 
capital  during  the  time  it  is  locked  up,  and  withheld  from  other 
employment. 

"lie  value,  then,  in  any  country,  of  a  foreign  commodity, 
depends  on  the  quantity  of  home  proditce  which  must  be  given  to 
the  foreign  country  in  exchange  for  it.  In  other  words,  the  values 
of  foreign  commodities  depend  on  the  terms  of  international 
exdiange.  What  then  do  these  depend  upon?  What  is  it  which 
in  the  case  supposed,  causes  a  pipe  of  wine  from  Spain  to  be 
exchanged  with  England  for  exactly  that  quantity  of  cloth  ?  We 
have  seen  that  it  is  not  their  cost  of  production.  If  the  cloth  and 
the  wine  were  both  made  in  Spain,  they  would  exchange  at  their 
cost  of  production  in  Spain;  if  they  were  both  made  in  England, 
they  would  exchange  at  their  cost  of  production  in  England;  but 
all  the  cloth  being  made  in  England,  and  all  the  wine  in  Spain, 
they  are  in  circumstances  to  which  we  have  already  determined 
that  the  law  of  cost  of  production  is  not  applicable.  We  must 
accordingly,  as  we  have  done  before  in  a  similar  embarrassment, 
fall  back  upon  an  antecedent  law,  that  of  supply  and  demand,  and 
in  this  we  shall  again  find  the  solution  of  our  difficulty." 

These  extracts  are  sufficient  to  give  an  idea  of  Mill's  funda- 
mental doctrines  on  the  subject. 

Now  to  examine  their  application,  we  must  separate  these 
doctrines,  because  distant  places  need  not  be  foreign  places,  and 
foreign  places  need  not  be  distant  places. 

London  and  Melbourne  are  distant  places,  but  they  are  not 
foreign  places.  Lille  and  Ghent  are  foreign  places,  but  they  are 
not  distant  places. 

Now  Mill  acknowledges  that  Economics  is  to  be  treated  in  the 
same  manner  as  a  physical  science;  he  himself  says  that  the 
backward  state  of  this  science,  among  the  otlier  moral  sciences, 
can  only  be  remedied  by  adapting  the  methods  of  generalisation 
followed  in  physical  science  to  it.  He  himself  appeals  to  physical 
science,  and  to  physical  science  he  shall  go. 

Mill  affirms  that  the  law  which  governs  the  value  of  commodities 
exchanged  between  near  places  is  fundamentally  different  from  the 
law  which  governs  the  value  of  commodities  exchanged  between 
distant  places.  That  if  commodities  be  exchanged  between  London 
and  South wark,  their  values  are  governed  by  cost  of  production ; 
if  between  London  and  Melbourne,  by  Supply  and  Demand. 
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Now,  if  this  be  the  cbbo,  at  what  precise  point  between 
Sonthwork  and  Melbourne  does  this  difference  begin?  At  what 
exact  Bpot  does  the  Law  of  Valne  change  from  Cost  of  Production 
into  Supply  and  Demand?  Ih  it  in  the  chops  of  the  Channel? 
Ib  it  at  the  Equator?     Ib  it  at  the  Cape  of  Good  Hope  ? 

Such  a  doctrine  as  this  is  a  most  glaring  violation  of  the  Law  of 
Cmlmuity,  one  of  the  fundamental  principle*  of  Natural  Phi- 
losophy, and  is  exactly  analogous  to  the  Aristotelian  doctrine  of 
motion.  "  The  Ariatoteliana '  made  a  distinction  between  motions 
according  to  natare  (aa  that  of  a  body  falling  vertically  downward) 
and  motions  contrary  to  nature  (as  that  of  a  body  moving  along  a 
horizontal  plane),  the  former  they  held  Ijccame  naturally  quicker 
and  quicker,  the  latter  naturally  slower  and  slower.  But  to  this  it 
might  be  rephed  that  a  horizontal  line  may  pa«s,  by  gradual 
motion,  through  various  inclined  poBitions,  to  a  vertical  position, 
and  thus  the  retarded  motion  may  pass  into  the  accelerated,  and 
hence  there  must  be  some  inclined  plane  on  which  the  motion 
downwards  is  naturally  uniform ;  which  is  false,  and  therefore  the 
distinction  of  snch  kinds  of  motion  is  nnfonnded." 

Now  it  is  quite  dear  that  Mill's  doctrine  of  Value  between  near 
places  and  distant  places  is  exactly  analogous  to  tbis  Aristotelian 
doctrine  of  motion.  Because  if  it  be  true,  there  must  he  some 
precise  spot  in  the  ocean,  one  inch  on  the  Southwark  side  of  which 
Value  depends  upon  Cost  of  Production,  and  one  inch  on  the 
Melbourne  side  of  it,  Value  depends  upon  Supply  and  Demand. 
And  at  the  precise  spot  in  question  on  what  does  Value  depend? 

The  very  statement  of  such  a  doctrine  is  it*  own  refutation ; 
and  it  is  discreditable  to  this  age  and  this  country  that  a  book 
setting  forth  such  doctrines  should  be  tolerated  for  an  instant. 

Newton  used  the  Law  of  Continuity  to  suggest,  but  not  to 
prove,  the  doctrine  of  nniversal  gravitation.  Let,  he  said,  a 
terrestrial  body  be  carried  as  high  as  the  moon,  will  it  not  still  fall 
to  tiie  earth?    And  dees  not  the  moon  fall  by  the  same  force,^ 

Now  we  reverse  the  process  of  Newton.  Mill  admits  that  the 
law  of  Supply  and  Demand  governs  the  value  of  things  which 
come  from  distant  places.  Now  let  us  diminish  the  distance 
gradually  by  insensible  degrees,  until  the  places  become  near,  and 
how  can  the  law  of  Supply  and  Demand  uhange  into  any  other? 
■   WiemU.    JKMvn  Org.  Senut.,  p.  911. 

>   IVieaeU.     AV.  Org.  lt»H.,  p.  S31.     XtwtiM  iVliUtpM,  B.  III.,  prtf.  4 
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Thus  Mill  is  judged  and  oondemned  by  the  very  laws  to  which  he 
appeals. 

2.  Again,  Bays  Hill,  the  same  change  takes  place  in  exchanges 
between  foreign  oonntries*  Bat  this,  if  possible,  is  a  still  more 
glaring  absurdity ;  because  if  the  two  countries  coalesce  and  become 
one,  one  law  of  Value  must  inunediately  change  into  the  other. 
England  and  Scotland  were  once  foreign  countries  to  each  other, 
therefore  the  Values  of  commodities  exchanged  between  them 
depended  upon  the  Law  of  Supply  and  Demand.  Bat  in  process 
of  time  England  and  Scotland  became  one  country,  and  then  the 
Law  of  Value  between  them,  at  that  very  instant,  changed  into 
Cost  of  Production.  Italy  was  until  very  recently  divided  into 
separate  states.  According  to  Mill,  Value  then  depended  upon 
Supply  and  Demand,  but  the  various  petty  states  of  Italy  coalesced, 
and  became  one  state.  According  to  Mill,  the  Law  of  Value  at 
ihe  same  instant  underwent  a  fundamental  change,  and  became 
that  of  Cost  of  Production.  Thus  the  nnification  of  Italy  caused 
a  fundamental  change  of  the  Law  of  Value.  It  would  be  just  as 
rational  to  say  that  the  unification  of  Italy  caused  a  fundamental 
change  in  the  Law  of  Oravitation;  or  in  the  principles  of 
Astronomy;  or  in  the  laws  of  Optics. 

8.  Now  let  us  apply  Mill's  doctrine  to  another  case,  to  an 
exchange  between  Lille  and  Ghent,  for  example.  What  is  the 
Law  of  Value  between  such  places?  They  are  near  places; 
therefore,  according  to  Mill,  Value  depends  upon  Cost  of  Pro- 
duction; but  they  are  also  foreign  places;  therefore,  according  to 
the  same  Mill,  Value  depends  upon  Supply  and  Demand.  Now, 
in  such  a  case,  what  is  the  bewildered  student  to  believe  ?  But  if 
France  were  to  absorb  Belgium,  the  Law  of  Value  would  instantly 
change  from  Supply  and  Demand  to  Cost  of  Production! 

4.  Mill's  doctrine  that  because  the  Law  of  Cost  of  Production 
fails  in  exchanges  between  distant  places,  we  must  resort  to  the 
Law  of  Supply  and  Demand,  is  as  gross  an  absurdity  as  if  a  person 
were  to  write  a  book  on  Optics,  and  to  say  in  a  certain  class  of 
phenomena — ^here  the  Emission  theory  of  Light  fails  us,  and 
therefore  we  must  resort  to  the  Undulatory  theory.  The  Laws  of 
Physical  Science  shew  us  that  there  can  be  only  one  general  theory 
of  Light,  and  only  one  general  theory  of  Value. 
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5.  The  fundamental  fallacy  of  the  whole  Ricardo-Mill  eystem 
of  Economita  ie  clearly  seen  in  these  extmcta,  for  Mill  saja  that 
the  vulue  of  a  pipe  of  wiuc  in  England  will  depend  on  the  cost  of 
jirodnction  of  the  cloth  which  pnrchnBcs  it,  that  the  value  of  a 
foreign  commodity  in  any  country  depends  ou  the  quantity  of 
home  ]iroduct  which  mnst  be  given  in  exchange  for  it.  The 
fallacy  of  this  doctrine  ia  manifest.  Mill  saye,  for  example, 
that  if  £100  worth  of  cloth  ia  exported  to  Bordeaux,  and  purchases 
wine  which  sells  in  England  for  £500,  that  the  value  of  the  wine 
in  England  is  £100  !    Can  anything  be  more  absurd? 

To  revert  to  onr  previous  example  of  the  sailor  and  the  Fijian 
in  a  former  chapter.  The  English  sailor  takes  out  an  axe  which 
cost  -Is.  Gd.  in  England,  and  pnrchasos  a  pair  of  shells,  which  Bell 
for  ten  guineas  in  England;  Mill  maintains  that  the  value  of  the 
slielis  in  England  is  Ss.  Gd.  I 

This  is  precisely  aa  absurd  as  to  say  that  if  a  man  spends  £1  in 
producing  an  article  which  he  can  sell  for  £b,  the  value  of  the 
article  is  £1 ! 

This  ia  exactly  the  fallacy  of  the  Ricardian  system  of  Boonomics. 
The  very  first  day  Benthata  read  Ricardo's  work,  he  wrote  back  to 
him  to  say  that  it  was  all  founded  ou  the  fallacy  of  confounding 
Cost  with  Value ;  the  Value  of  a  thing  is  not  what  it  has  cost,  but 
what  it  will  sell  for. 

Now  the  courae  of  trade  in  snch  a  case  would  he  this.  The 
English  merchant  would  first  consider  the  price  of  Bordeaux  wine 
in  the  English  market,  and  its  price  in  the  Bordeaux  market,  both 
of  which  depend  upon  the  Demand  and  Supply  in  the  respective 
markete.  He  would  then  consider  what  English  articles  were 
suitable  for  the  Bordeaux  market,  and  their  prices  in  eaeh  market, 
which  also  equally  depend  upon  Supply  and  Demand.  He  would 
then  select  that  article  which  was  cheapest  in  the  English  market, 
and  highest  in  the  Bordeaux  market.  He  would  export  that  to 
Bordeaux,  and  bny  wine  witii  the  proceeds;  and  when  the  wine 
was  brought  to  England,  his  profit  would  lie  the  difference 
between  the  cost  of  the  English  article,  ita  freight,  &c.,  to 
Bordeaux,  and  the  freight,  &c.,  of  the  wine  to  England,  and  the 
selling  price  of  the  wine  in  England.  And,  of  course,  he  never 
would  think  of  estimating  the  value  of  the  wine  by  what  he 
gave  for  it,  bat  by  the  price  he  could  get  for  it.  And  all  the 
various  prices  of  the  article  in  these  transactions  are  governed 
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by  the  Law  of  Sapply  and  Demand  in  each  ease  and  at  all 
times. 

Having  thus  shewn  the  nnphilosophical  natore  of  the  basis  of 
Mill's  theory  of  International  Valnes,  and  International  Trade, 
we  need  not  examine  them  any  more,  nor  his  alleged  Equation  of 
International  Demand  :  the  very  slightest  consideration  will  shew 
the  absurdity  of  the  whole  doctrine.  Sach  things  cannot  be 
fnndamental  laws  of  Economics,  because  it  is  a  mere  accident  that 
countries  are  foreign  to  each  other.  When  countries  coalesce  and 
become  one,  what  becomes  of  International  Values,  and  Inter- 
national Trade,  and  the  Equation  of  International  Demand  ^ 
They  simply  collapse,  and  vanish  into  nothing.  Suppose  that  the 
idea  of  the  United  States  of  Europe  were  realised  ;  or  suppose 
that  the  theory  of  the  old  Boman  Empire  were  realised  that  there 
could  be  but  one  Emperor  on  earth,  to  whom  all  the  nations 
of  the  earth  were  subject,  what  would  become  of  the  alleged 
Equation  of  International  Demand  ?  It  would  vanish  into  air  ! 
and  with  it  the  Bicardo-Mill  system  of  Economics. 

It  has  long  ago  been  observed  that  for  the  purpose  of  trade 
the  whole  earth  is  one  nation  :  and  the  Laws  of  Value  must  be 
the  same  in  all  places,  in  all  times,  and  between  all  places,  distant 
or  near,  foreign  or  home.  Having  swept  away  these  absurdities, 
we  now  proceed  to  explain  the  mechanism  of  the  Exchanges. 

On  the  Theoey  op  the  Exchanges. 

1.  We  have  said  that  when  an  interchange  of  like  things  takes 
place,  such  as  commodities  for  commodities,  or  currency  for 
currency,  it  is  called  an  exchange.  The  "Exchanges"  is  that 
branch  of  Economics  which  treats  of  the  exchange  of  the  money 
of  one  country  for  the  money  of  another,  and  of  the  remission 
of  debts  from  one  place  to  another  by  paper  documents.  They 
are  merely  an  exemplification  of  the  doctrines  of  Coinage  and 
Credit,  which  have  been  so  fully  explained  in  the  preceding 
chapters. 

2.  Next  to  a  universal  language,  it  would  be  the  greatest  com- 
mercial blessing  to  all  nations,  if  they  could  agree  to  use  one 
uniform  measure  of  value,  and  the  same  weights  and  coins.  No 
small  part,  nay,  we  might  almost  say  the  chief  part,  of   the 
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intricacy  and  aubtlety  of  the  subject  of  eschanges,  arises  from 
different  nationa  using  different  metals  as  the  legal  measnre  of 
value,  and  coins  of  all  different  denorainatious  and  yalnes.  If  all 
nations  could  lie  brought  to  a  uniformity  on  these  subjects,  there 
would  be  no  more  difficulty  in  understanding  the  Theory  of  the 
Exchanges  between  them  than  of  those  between  England  and 
Scotland.  The  artificial  intricacy  of  the  subject  of  exchanges 
gives  rise  to  the  employment  of  a  considerable  amount  of  labour, 
which  is  unprofitable  to  the  community  at  large,  exactly  in  the 
same  way  as  a  superfluous  amount  of  technicality  in  a  system  of 
law  gives  rise  to  a  large  amount  of  unnecessary  law  business. 
Every  one  who  has  travelled  abroad  knows  how  detrimental  the 
different  exchanges  are  to  hia  purse,  as  he  passes  through  the 
different  States.  If  any  one  were  to  take  a  quantity  of  money 
with  him  abroad,  and  pass  through  several  different  States,  like 
those  in  Germany,  it  wocld  soon  dwindle  away  to  almost  nothing 
ijy  the  repeated  operations  of  exchanging  it  for  the  current  money 
of  tlie  country  he  happened  to  be  in  at  the  moment.  The  profits 
of  the  raoney-ehangere,  as  they  do  not  arise  out  of  natural  opera- 
tions, but  out  of  the  artificial  distinctions  in  the  different  coinages, 
are  wholly  unprofitable  to  the  community  at  large  ;  because,  in 
this  case  it  is  tnie,  what  many  people  think  of  real  commerce, 
that  the  gains  of  one  party  are  wholly  made  up  of  the  lossea  of 
a  number  of  others ;  whereas,  the  test  of  genuine  commerce  is, 
that  both  parties  gain  by  the  very  nature  of  the  transaction.  It 
is  clear,  that  the  gains  of  the  money-changers  are  no  more  addi- 
tions to  the  wealth  of  the  community,  than  the  practice  of 
sweating  sovereigns  in  a  bag,  where  the  apparent  profit  is  made 
up  of  tlie  losses  on  each  coin. 

Banking  first  grew  out  of  the  operations  of  the  money- 
changers, and  was  first  practised  by  them,  but  yet  banking  and 
money-changing  arc  wholly  different  in  their  nature.  The  latter 
produces  no  benefit  to  society,  the  necessity  for  it  only  arises  out 
of   the  artificial   and    nnnecjjasary  defecU   of  the    commercial 

I  regulations  of  nations.  If  these  were  put  on  a  better  footing, 
the  whole  trade  of  money-changmg  would  be  swept  away  at  a 
breath.  As  the  want  of  proper  sanitary  arrangement*  often 
bn«ds  the  diseases  which  cause  the  necessity  for  medical  men, 
so  it  is  the  imperfection  of  the  monetary  system  of  the  world 
that  produces  the  necessity  for  money-changers.     Banking,  on 
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Oie  oontrarjy  is  wholly  different  in  its  nature ;  it  is  genuine 
commerce^  and,  like  all  genuine  commerce,  it  promotes  the  inter- 
ests of  both  parties,  it  blesses  him  that  lends  and  him  that 
borrows,  and  augments  the  prosperity  and  wealth  of  the  com- 
munity at  large.  The  correction  of  the  imperfect  system  which 
gives  rise  to  the  necessity  of  money-changers  would  be  an 
unmitigated  blessing  to  every  nation  in  the  world  ;  the  abolition 
of  banking  would  he  the  direst  blow  commerce  could  receive. 

We  have  observed  that,  in  former  times,  when  there  was 
comparatively  little  commerce  between  different  countries,  the 
coinage  might  circulate  for  a  considerable  time  in  a  country 
without  very  much  losing  its  value,  after  it  had  become  con- 
siderably depreciated  from  loss  of  weight. 

When  these  coins,  however,  are  carried  to  a  foreign  country, 
they  are  of  no  value  beyond  their  intrinsic  weight  as  bullion. 
Though  the  natives  of  the  country  it  belonged  to,  from  long 
habit  and  association  of  ideas,  see  in  it  a  certain  denomination, 
and  may  receive  it  at  its  nominal  value  long  after  it  has  lost  its 
legal  weight,  a  foreigner  sees  in  it  nothing  but  so  much  bullion. 
When  a  person  takes  the  coin  of  one  country  to  another,  and 
purchases  the  coin  of  that  country  with  it,  he  is  said  to  exchange 
it.  Now,  suppose  that  the  coinage  of  two  countries  is  of  the 
same  metal,  and  that  both  of  the  coinages  be  of  their  full  legal 
weight  and  fineness  ;  then  if  either  of  them  be  taken  as  a 
standard,  which  may  be  called  A,  then  the  number  of  units,  or 
parts  of  a  unit,  of  the  coinage  of  the  other,  which  may  be  called 
B,  which  contains  precisely  the  same  quantity  of  pure  metal,  is 
called  the  par  op  exchange  between  the  country  A  and  the 
country  B.  Thus,  if  the  legal  standard  of  PVance  and  England 
were  gold,  and  the  pound  be  taken  as  the  standard  unit  of 
England,  the  number  of  the  standard  units  of  the  French  coinage 
which  contained  precisely  as  much  pure  gold  as  the  English 
pound,  would  be  the  par  of  exchange  between  England  and 
France.  The  French  standard  is  a  franc,  which  is  a  silver  coin. 
The  gold  Napoleon  is  also  legal  tender,  which  is  twenty  francs. 
Now,  there  is  as  nearly  as  possible  one-fourth  more  pure  gold  in 
a  sovereign  than  in  a  Napoleon;  therefore,  as  the  par  of  exchange  is 
the  ratio  between  these  two  coins,  we  might  say  that  1*25  is  the 
par  of  exchange  between  England  and  France.  But,  as  it  is 
invariably  expressed  in  francs^  1*25  Napoleons  is  equivalent  to 
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25  franca,  nnd  hence  we  may,  for  the  salce  of  argaracnt.  call  25* 
the  par  of  eschange.  Hence,  if  an  English  sovereign  wonld 
eichaoge  for  25  francs  in  Paris,  we  should  say  that  the  exchange 
was  at  par. 

Though  a  worn  an^  depreciated  coinage  might  pass  for  its  full 
nominal  valae  in  its  own  country,  in  a  foreign  country  it  will 
evidently  only  exchange  for  its  actual  weight  in  bullion :  hence, 
if  the  Euglisli  coinage  of  sovereigns  became  worn  and  clipped, 
or  much  diminished  in  weight,  they  woidd  not  exchange  for  so 
many  franca  as  they  would  do  if  they  were  of  iiill  weight ;  hence, 
an  Engliah  sovereign,  if  taken  to  Paris  whilst  the  French  coinage 
maintained  its  full  weight,  in  snch  a  depreciated  state,  might 
only  exchange  for  22  or  20  francs,  and  this  would  be  called  a 
/all  ill  the  foreiijn  errluinijer;  or  if  an  English  merchant  were 
bound  to  pay  his  creditor  in  Paris  2,500  france,  he  would  have 
to  give  more  than  £100  Engliali  to  purchase  them,  and  the  ex- 
change would  be  said  to  he  so  much  per  cent,  against  England,  by 
the  amount  of  that  difference. 

It  is  evident  that  this  adverse  state  of  the  exchange  would 
continue  so  long  as  the  Engliah  coinage  remained  depreciated ; 
but  that  if  it  were  restored  to  its  legal  standard,  that  restoration 
wonld  be  itself  sufficient  to  restore  the  esehange  to  its  usual 
rate.  Hence,  we  see  that  if  any  foreign  coniitry  maintains  its 
coinage  of  full  weight  and  purity,  that  a  deprivitithn  of  i/u 
coinage  of  England  wcssaritg  produces  an  apimrKnthj  advfrM 
staie  of  the  Mt/umges,  and  l/uit  a  reform  of  tlte  English  coinage 
it  lujkunt  by  ttuflf  to  restore  tlum  to  Ihfir  projw  stale. 

It  is  also  evident  that  a  depreciation  of  the  coinage,  by  a 
debasement  of  its  purity,  will  produce  exactly  the  same  efTects. 
It  is  also  clear,  tJiat  If  the  coinage  of  both  countries  were  equally 
degraded,  the  rat«  of  exchange  wonld  not  be  altered  lietween 
them;  and  that  the  rate  would  vary  just  in  pruiwrtion  as  one 
was  more  or  less  degraded  than  the  other. 

Now,  as  when  the  coinage  of  a  country  has  become  depreciated 
either  from  wear  and  tear,  or  a  debasement  of  tlie  standard,  the 
ooDsequence  is  said  sometimes  to  be  a  fall  In  the  foreign  ex- 
changes, and  sometimes  a  rite  in  the  foreign  exchanges,  it  is  as 
welt  to  fix  clearly  what  these  expressions  mean,  aa  it  might  be 
thought  they  are  contradictory,  when  they  are  not  so.  They  only 
refer  to  two  different  modes  of  estimating  the  coinage. 
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When  a  depreeicUed  coinage  is  said  to  produce  a  fall  m  tho 
Foreign  Exchanges,  it  means' that  a  given  amount  of  home  coinage 
fviU  purchase  a  less  amount  of  foreign  coin. 

When  a  depreciated  coinage  is  said  to  produce  a  RISE  in  the 
Foreign  Exchanges,  it  means  thai  a  greater  quantity  of  horns 
coinage  is  required  to  purchase  a  given  amount  of  foreign  coin. 

A  clear  nnderstanding  of  these  expressions  will  prevent  anj 
oonftision  arising  when  they  are  nsed  indiscriminately^  as  thej 
often  are,  in  discussions  on  the  Exchanges.  We  shall  giye  a 
little  farther  on  a  striking  example  of  the  derangement  of  the 
foreign  exchanges  of  England  owing  to  the  depreciation  of  the 
coinage,  and  their  rectification  in  consequence  of  the  restoration 
of  the  English  coinage. 

8.  It  is  also  evident  that  there  can  be  no  trae  par  of  exchange 
between  two  countries  which  do  not  employ  the  same  metal  as 
their  legal  standard.  We  have  seen,  in  the  preceding  chapter, 
the  insnperable  objections  to  employing  two  metals  as  l^al 
standards  in  the  same  country.  Up  to  a  comparatively  recent 
period  gold  and  silver  were  equally  used,  and  their  relative  values 
were  fixed  by  law.  This  was  their  legal  par  of  exchange,  but  we 
also  saw  that  their  market  values  were  constantly  varying,  and 
fVom  causes  quite  beyond  the  reach  of  any  law  ;  and  that  it  was 
no  more  possible  to  have  a  fixed  price  of  one  in  terms  of  the 
other,  than  to  have  a  fixed  legal  price  for  com  or  other  com- 
modity. The  very  same  rule  must  clearly  apply  to  two  countries, 
one  of  which  uses  gold,  and  the  other  silver,  as  the  measure  of 
value.  Hence,  in  speaking  of  the  par  of  exchange  between 
England  and  France  as  25*20,  which  it  usually  is,  or  that 
£100=2,520  ftuncs,  it  is  only  on  the  assumption  that  .the  relative 
values  of  gold  and  silver  are  fixed,  which  we  know  can  never 
occur  between  any  two  countries,  any  more  than  between  the  same 
metals  in  the  same  country.  The  only  correct  mode  of  expressing 
it  is,  therefore,  to  say  that  such  is  the  usual  Rate  of  Exchange 
between  the  two  countries. 

In  the  year  1797,  when  the  Bank  of  England  stopped  payment, 
the  House  of  Lords  appointed  a  Committee  to  investigate  the 
whole  subject.  The  Conmiittee,  among  other  things,  wished  to 
ascertain  the  par  of  exchange  between  London  and  Hamburg, 
and  they  exunined  several  merchants  upon  the  subject,  but  they 
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were  quite  nnable  to  agree  among  themselves  what  was  the  par 
of  exchange  between  these  two  places  ;  and  the  Committee 
reported  that  they  were  unable  to  come  to  any  aatisfactory 
conclnsion  on  the  subject,  and  in  this  they  were  correct.  And 
the  very  same  reasons  apply  to  any  other  two  countries  which 
use  diSerent  metals  as  measures  of  value,  as  there  is  not  in  the 
nature  of  things  any  jwrmanently  fixed  relation  between  them. 
Hence,  there  cannot  be  in  the  nature  of  things,  any  fiied  par  of 
exchange  between  England  and  any  country  that  uses  exclnsively 
a  silver  standard.  The  most  that  can  be  said  is,  that  there  ia 
a  usual  rate  of  exchange  between  them  ;  hence,  between  such 
conntries,  it  is  often  totally  impossible  to  decide  certainly  which 
way  the  exchange  is,  unless  the  difference  exceeds  a  certain 
Ihnit.  At  the  time  of  the  foundation  of  the  Bank  of  England, 
in  1694,  the  coinage  of  England  was  in  such  a  disgrocerul  state 
from  the  wear  and  tear  of  many  years,  and  eitensive  chpping, 
that  the  rate  of  exchange  between  London  and  Hamburg, 
owing  to  this  circmustance  alone,  was  35  per  cent,  against 
England. 

Although,  when  the  crarency  is  in  a  depreciated  state,  the 
exchange  will  be  apjiareutly  adverse  with  those  eountriea  which 
maintain  their  currency  in  its  standard  state,  it  is  qoitc  clear  that 
the  exchange,  founded  upon  the  commercial  operations  of  the 
two  countries,  may  be  above,  below,  or  at  par  ;  and  it  is  a  very 
Bimple  matter  to  discover  its  true  state,  that  is,  whether  it  is 
bvorable  or  the  contrary,  and  the  amount  of  its  difference  either 
way.  The  rate  of  exchange,  which  arises  out  of  the  state 
of  the  currency,  ia  called  tlie  Nohikal  Exchanob  ;  the  rate 
which  arises  ont  of  the  commercial  relations  of  the  country,  is 
called  the  Ebal  Exchange.  Thus,  if  we  suppose  that  the 
exchange  on  Paris  is  2,521  francs  for  £100  in  gold  at  the  Mint 
price,  or  when  the  currency  is  at  its  full  legal  weight,  then,  if  we 
auppose  that,  in  consequence  of  the  depreciation  of  the  currency, 
the  market  price  of  gold  bullion  rises  to  £4  Sa.  per  oz.,  then 
the  market  price  of  £100  is  £106  Us.  Tjd.  Now,  suppose  that 
the  exchange  on  Paris  is  2380,  or  £100  will  purchase  2,.^80 
francs  in  Paris,  then  £106  Us,  T^d  would  be  able  to  purchase 
2,536'63  francs.  But,  as  the  real  par  at  the  Mint  price  is  assumed 
to  be  2,521,  it  is  eii-ident  that  the  difference  between  these  two 
sums  ia  the  extent  to  which  the  real  exchange  is  in  favour  of 
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London.  We  can  also  see  the  extent  to  which  the  exchange  is 
depressed,  because  £100  at  the  above  exchange  will  purchase 
2,380  francs,  whereas  they  ought  to  purchase  2,536*63,  if  they 
were  of  full  weight ;  and  the  difference  between  these  two  sums 
shews  the  extent  by  which  the  nominal  exchange  is  depressed. 
Hence,  we  have  the  following  rule — 

Find  the  market  price  of  the  sum  in  London  compared  to  the 
Mint  or  money  price;  multiply  the  market  price  so  found  by  the 
rate  of  exchange;  then,  if  the  result  is  equal  to  the  par  of  exchange, 
the  exchange  is  at  par ;  and  if  there  he  a  differ  erne,  tlie  exchange  is 
favourable,  or  adverse,  according  as  the  difference  is  above  or 
below  the  par. 

And  the  depression  of  the  exchange,  caused  by  the  depreciation 
of  the  currency,  is  the  diflPerence  between  the  sura  so  expressed 
in  the  mint  and  market  prices  multiplied  by  the  rate  of  exchange. 
In  the  excellent  state  in  which  our  currency  now  is,  the  question 
of  the  nominal  exchange  is  of  little  importance,  but  it  is  im- 
possible to  understand  the  history  of  the  currency  in  former  times 
without  it :  and  it  is  essential  now  with  regard  to  several  foreign 
countries  at  present  which  use  an  inconvertible  and  depreciated 
paper  currency. 


On  the  Nature  of  an  Exchange, 

4.  We  will  now  explain  the  nature  of  an  exchange.  Suppose 
two  cities,  say  London  and  Edinburgh.  Suppose  a  trader  A  in 
London  is  debtor  to  a  trader  B  in  Edinburgh  for  a  certain  sum : 
suppose  also  that  a  trader  B^  in  Edinburgh  is  debtor  to  A^  in 
London  for  an  equal  sum.  Then,  in  order  to  pay  their  debts,  A 
would  have  to  send  the  money  to  B,  and  B^  would  have  to  send 
an  equal  sum  to  A^,  thus  causing  two  separate  transmissions  of 
bullion  between  London  and  Edinburgh,  at  some  expense  for 
freight  and  insurance. 

Now,  this  settlement  of  debts  may  be  greatly  facilitated,  if  A 
in  London  goes  and  pays  his  debt  to  A^,  and  buys  from  A*  the 
debt  due  to  him  frt)m  B^,  and  sends  this  debt  by  post  to  B  in 
Edinburgh.  B  then  goes  to  B^  and  demands  payment  frx)m  him  of 
his  debt  due  to  A.  Thus,  it  is  clear  that  the  whole  business  has 
been  settled  by  the  transmission  of  the  debt,  instead  of  by  the 
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trangmission  of  twice  the  amoant  in  bullion,  and  each  debtor 
has  paid  the  debt  to  the  creditor  in  the  sanie  town. 

The  whole  transaction  is  called  an  eschange,  and  it  ia  clear 
that  there  mnflt  be  a  debtor  and  a  creditor  in  eacli  city.  In  the 
case  given  there  are  foiir  parties ;  i>Qt  an  Exchange  is  posaible 
with  three  partiea.  Thus,  suppoee  that  A  in  London  owes  B  iti 
Edinburgh  a  debt,  and  B^  in  Edinburgh  owes  A  in  London  an 
eqnal  debt.  Then  it  is  clear  that  A  may  pay  B  by  transferring 
to  him  the  debt  due  to  himself  from  B'.  From  this,  it  is  seen 
that  (Arcs  parties  are  indispensable  to  an  "  Exchange." 

In  fact,  an  Exchange  in  commerce  means  simply  a  transaction 
in  wb'ch  a  debtor  pays  bis  creditor  by  transferring  to  hira  a  debt 
due  to  himself  from  some  one  else.  Every  time  a  persou  pays  a 
debt  by  means  of  a  cheque  or  bank  note,  that  ia  an  Exchange. 
It  is  on  example  of  what  is  called  Novatio  in  Roman  Law,  because 
the  former  debtor  is  exchanged  for  a  new  one. 

Two  passengers  are  travelling  in  an  omnibus.  The  fare  ia 
eixpenee-.  One  passenger  pays  the  conductor  a  shilling.  The 
condnctor  is  then  indebted  to  him  in  sixpence.  The  other 
passenger  has  a  sixpence  in  his  hand  ready  to  pay  his  fare.  The 
conductor,  by  a  nod,  tells  him  to  give  the  sixpence  to  the  first 
passenger.  By  this  means  the  conductor's  debt  is  paid,  and  the 
whole  transaction  is  an  exchange. 

We  may  observe  that  a  consideration  of  this  transaction  is 
sufficient  to  disprove  the  popular  account  that  Bills  of  Exchange 
and  exchange  operations  were  invented  by  the  Jews.  A  crowd 
of  writers  have  said  that  the  Jews,  having  nndei^ne  a  terrible 
persecution  in  France  towards  the  end  of  the  12th  century, 
invented  Bills  of  Exchange  in  order  to  transmit  their  effects 
from  France  to  foreign  countries.  This  account,  however  widely 
received,  is  im]>ossib!o,  because  it  is  clear  that  exchange  operations 
can  only  arise  ont  of  reciprocal  debts  being  due  between  two 
places,  as  they  cannot  take  place  unless  debton  and  creditors  of  the 
one  reside  in  the  other.  To  suppose  that  people  could  simply 
remit  their  money  by  means  of  Bills  of  Exchange,  is  as  absurd  as 
to  sup|M>se  that  a  man  conld  send  his  luggage  by  the  electric 
telegraph.  All  that  he  wuld  do  in  either  case  woiUd  be  to  send 
an  order  to  deUver  his  money,  or  his  Inggogo,  to  some  one  else. 

The  first  thing  James  II.  did  after  he  came  to  tbe  throne,  was  to 
solicit  alms  from  Louts  XIV.     Louis  collected  Bills  on  London  to 
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the  amount  of  five  hundred  thousand  livres,  or  about  £37,500, 
and  sent  them  to  London.  That  is,  he  went  to  the  merchants  in 
Paris  who  had  debts  due  to  them  by  merchants  in  London,  paid 
them  their  debts,  and  so  bought  their  rights  against  the  London 
merchants.  He  then  sent  over  these  Bills  to  London,  to  the 
French  Ambassador,  and  the  London  merchants  paid  the  money  to 
him.  But  Louis  could  not  have  done  this  unless  there  were 
ahready  sums  due  by  the  merchants  of  London  to  the  merchants  of 
Paris. 

Now,  when  the  debts  between  London  and  Edinburgh  are 
equal,  it  is  evident  that  they  may  all  be  discharged  by  means  of 
such  an  exchange,  without  remitting  any  specie.  The  exchanges 
are  then  said  to  be  at  Pab. 

Supposing,  however,  that  the  debts  are  unequal,  and  Edinburgh 
wishes  to  send  more  money  to  London  than  it  has  to  receive,  it 
is  dear  that  the  demand  for  bills  is  greater  than  the  supply ;  and, 
as  every  one  would  rather  send  a  bill  than  cash,  as  it  is  cheaper  to 
do  80,  those  who  had  money  to  send  would  bid  against  each  other 
for  the  bills  in  the  market  as  for  any  other  merchandise,  and  the 
price  of  them  would  rise,  or  a  premium  would  have  to  be  paid  for 
a  bill  on  London. 

Now,  London  is  the  great  centre  of  commerce.  It  supplies  the 
rest  of  the  country  with  foreign  merchandise :  it  is  the  seat  of 
Oovemment,  to  which  the  revenue  is  remitted  fix)m  all  parts  of 
the  country:  the  great  families  from  all  parts  of  the  country  go  to 
reside  there,  and  their  incomes  must  be  remitted  to  them  there : 
hence  there  is  almost  always  a  much  greater  quantity  of  money 
seeking  to  flow  from  the  country  to  London  than  the  contrary: 
consequently,  the  demand  for  bills  on  London  in  the  country  is 
greater  than  the  supply,  and,  therefore,  inland  bills  upon  London 
are  always  at  a  premium. 

This  premium  is  computed  by  time.  Thus,  if  a  person  paid 
a  sum  of  money  into  a  bank  in  Edinburgh,  in  former  times,  he 
got  a  bill  payable  at  60  days'  date  in  London ;  or,  if  he  wanted 
it  payable  at  sight,  he  had  to  pay  60  days'  interest.  This  was 
afterwards  reduced  to  40  days,  and  was  estimated  at  about  ^  per 
cent.  As  communications  improved,  this  was  reduced  to  20  days, 
or  5s.  per  cent.  But,  in  consequence  of  the  still  further  facilities 
afforded  by  railways,  the  premium  is  now  reduced  to  Is.  per 
cent. 
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Hence,  if  a  person  in  Edinburgh  wishes  to  have  a  bill  at  Bight 
on  London,  he  must  pay  Is.  per  cent,,  or  four  days'  interest,  on 
it.  And  this  time  is  also  called  the  Par  of  Exthaiige  between 
London  and  Edinburgh.  There  is  a  similar  premiain  on  bills, 
or  par  of  eichange,  between  all  other  cities  in  the  country  oil 
London.    This  is  called  Liland  Exchange. 

The  Exchange  of  the  country  uimti  London  is  said  to  be 
against  the  country  and  in  (kvoar  of  London,  But  it  must  he 
observed  that  it  ia  only  unfavourable  to  the  buyers  of  bills,  or 
those  who  wish  to  send  money.  It  is  equally  favourable  to  tlie 
tfUern  of  bills,  or  those  who  have  to  reeeire  money. 

The  exchange  is  called  unfavourable,  because,  after  the  settle- 
ment of  the  whole  debts  between  the  two  places,  there  remains 
a  sum  in  cosh  to  be  remitted. 

It  appears  from  this,  that  when  in  any  place  the  demand  for 
bills  is  greater  than  the  supply,  the  Eschanges  are  adverse  to 
that  place,  because  it  has  more  money  to  pay  than  to  receive: 
when  the  supply  is  greater  than  the  demand,  the  Exchanges  are 
favourable  to  it,  because  it  has  more  money  to  receive  than  to 


pay. 


Ott  Foreign  Exchange, 


5.  The  principle  of  Foreign  Exchange  is  exactly  the  same  as 
that  of  Inland  Excliange,  But  there  is  somewhat  more  com- 
plication in  the  detail,  on  account  of  the  different  monies  of 
different  countries. 

In  Exchange  between  two  foreign  places  and  of  different 
monies,  the  money  of  one  place  is  always  taken  as  fixed,  and 
the  Exchange  is  reckoned  in  the  variable  quantities  of  the 
money  of  the  other  given  for  it.  The  former  is  called  thejuxd  or 
certainprke,  and  the  latter  the  variable  or  uncertain  price. 

Thus,  between  London  and  Paris,  the  Exchange  is  always 
reckoned  by  the  variabU  snm  in  irancs  and  eents  given  for  the 
,fixed£. 

On  the  contrary,  between  London  and  Spain  the  Exchange 
is  always  reckoned  by  the  variable  sum  in  .pence  ^ven  for  the 
fixed  dollar  of  Exchange. 

When  a  certain  place  is  taken  as  n  centre,  if  the  fixed  price  is 
the  money  of  that  place,  it  is  said  to  receive  the  variable  price  -, 
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on  the  contrary^  when  the  money  of  that  place  is  the  variable 
price,  it  is  said  to  give  the  variable  price. 

ThnSy  at  any  time,  London  receives  from  Paris  so  many  francs 
and  cents  for  the  £1  sterUng,  and  London  gives  Spain  so  many 
pence  for  the  dollar. 

In  the  qoptations  of  the  Rates  of  Exchange,  it  is  nsual  to 
omit  the  fixed  price  and  name  only  the  variable  price,  and  then 
that  is  called  the  Rate  or  Course  of  Exchange, 

One  sonrce  of  perplexity  in  the  Foreign  Exchange  arises  ftt)m 
the  drcnmstance  that,  in  consequence  of  London  giving  the 
variable  price  to  some  places,  and  receivi)ig  it  from  others,  the  same 
state  of  the  exchanges  will  have  to  be  expressed  in  opposite 
language,  as  we  have  observed  above,  in  speaking  of  the  expressions 
used  regarding  the  Foreign  Exchanges  rising  or  falling  in  conse- 
quence of  a  depreciated  currency. 

According  to  Tate's  Modern  Cambist,  the  following  are  the 
present  Rates  of  Exchanges  between  London  and  the  principal 
Foreign  Cities : — 

London  receives  from 


Amsterdam . 

12    8 

Florins  and  Stivers  for        £1 

Hamburg    . 

13  12 

Marks  and  Stivers               — 

Paris .    .    . 

25  50 

Francs  and  Cents                — 

Frankfort    , 

121 

Z.  V.  Florins 

10 

Vienna   .    < 

13  70 

Florins  and  Kreuzers             1 

Genoa    .    . 

25  35 

Lire  and  Centesuui              — 

Berlin     .    . 

6  25 

Dollars  and  Silver  Gros       — 

Milan     .    . 

25  40 

Lire  and  Cents 

\                    — 

Leghorn 

25  50 

Do. 

— 

London  gives  to 

Lisbon    . 

53  J  pence  sterling  for 

1  Milreis 

Madrid  •    « 

60i 

99 

1  Hard  Dollar 

Gibraltar 

48i 

yy 

1        do. 

Naples    .    . 

39| 

99 

1  Ducat 

Palermo 

119i 

» 

1  Onza 

Venice    . 

47 

» 

6  Lire  Austriache 

St.  Petersbu 

rgh 

38i 

>> 

1  Silver  Ruble 

Rio  Janeiro 

SO 

» 

1  Milreis 

New  York 

47i 

99 

1  U.  S.  Dollar 

Calcutta . 

23 

» 

1  Comp.  Rupee 
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Now,  if  the  esdiangc  of  Loiiilon  ou  Paris  is  agmiist  London, 
or  ttie  demuud  in  London  for  bills  on  Pnria  is  greater  than  tlie 
finjiply,  it  is  cleur  thut  the  £  sterling  will  purcliase  /wer  francs. 
Hence,  between  I^ondoii  and  Paris,  when  the  esaraple  is  adverse 
to  London,  the  rate  or  course  of  exchange  m]\fall  belote  par. 

On  the  contmrj,  when  the  exchange  ia  favourable  to  London, 
that  is,  the  supply  re  greater  than  the  demand,  the  Kate  of  Ex- 
change will  ritf  aboi'f  par. 

And  the  same  is  manifestly  true  with  respect  to  all  otlier 
places //■£»»  ifhkh  London  receives  the  variahle  price. 

But,  suppose  the  Exchange  botweea  I-ondou  and  Madrid  is 
against  I.ondon,  or  the  demand  in  London  for  Bills  on  Madrid  is 
greater  than  the  supply,  then  London  will  have  to  give  more  pence 
to  purchase  the  Spanish  dollar. 

Hence,  between  London  and  Madrid,  when  the  Exchange  is 
against  London,  the  Rate,  or  Course  of  Exchange,  will  rise  above 
par. 

On  the  contrary,  when  the  Exchange  is  favourable  to  London, 
alie  will  have  to  giveycu'w  pence  to  pnrchaBe  the  Spanish  dollar, 
and,  consequently,  the  Rate  of  Exchange  v/Ul/all  below  par. 

And  the  same  is  manifestly  true,  with  respect  to  all  other  places 
lo  which  London  gives  the  variable  price. 

Hence,  when  the  Exchange  between  London  and  any  other 
place  varies  from  par,  we  must  always  consider  whether  London 
gives  the  variable  price  to,  or  receives  it  from,  that  place. 

The  interests  also,  of  the  buyers  and  sellers  of  bills  are  always 
opposite.  If  the  Hate  of  Exchange  is  favourable  to  the  one,  it  is 
equally  unfavourable  to  the  other.  The  buyers  of  bills  are  also 
called  remitlers,  and  the  sellers  are  also  called  draicerg. 

Having  now  stated  the  places  IVom  whidi  London  receives,  and 
those  to  which  it  gives,  the  variabte  price,  we  nill  give  a  table 
illnfltrative  of  the  effecta  of  a  depreciated  coinage  on  the  foreign 
exchanges,  and  of  its  restoration  to  par.  In  1005  the  coinage  of 
England  had  become  greatly  deteriorated,  oiving  to  clipping  and 
wear  and  tear.  The  foreign  exchanges  were  in  great  disorder. 
But  in  1696  a  great  re>coinage  was  undertaken,  and  the  effects  of 
it  are  exhibited  in  the  following  table.  The  figures  denote  the 
Ral«B  of  Exchange  as  (laid  in  coin. 
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SUUemmt  of  the  Rales  on  the  London  Exchange  during 

1695— 1696, 


Amfter-:  Rotter- 
dam. 


Genoa. 


1696 
April  23  ... 

1696 
Jannaiy  24. 


Iiay2 

Julyl9    

Jiily28    

September  29.... 

Ooiober  6    

November  6    • . . . 
December  16  . . . . 


31-2 

810 
80-3 
29-3 
88-7 
86-6 
86-8 
37-4 
87-8 


81-4 

31-2 

80*2 

80-6 

83-9 

36-7 

8610 

87-6 

8710 


69-29 

60- 

64- 

66- 

68- 

64- 

68-2 

62-2 

61- 


Ant- 
werp 


3011 

81- 

80- 

29- 

88- 

86- 

36-7 

87-2 

87-8 


Ham- 
barg. 


Cadis 


2911 

29-9 
28-8 
.  • 
82-4 
86- 
86*8 
86-4 
86*8 


56-2 

60-0 

60- 

60- 

63- 

48- 

48- 

47- 

46-2 


Madrid. 


Vcnke. 


661 

60- 
61' 

•  • 

68- 
49- 
49- 
48- 
47- 


69- 

63- 
61-2 

•  • 

64- 
61- 

.  a 

49* 
49- 


Now,  on  inspecting  this  table,  we  perceive  that  a  great  change 
in  the  figures  took  place  about  July,  1696.  Some  rue  very  much, 
others /a//.  Those /r(wi  which  London  received  the  variable  price 
ro8e\  those  to  which  London  gave  the  variable  price, /c//.    Which 

exactly  verifies  the  doctrine  laid  down  in  §  2. 

» 

On  the  Limits  of  the  Variations  of  the  Exchanges. 

6.  Supposing  that  while  the  Exchange  between  any  two  places 
— say  London  and  Paris — ^is  in  a  state  of  equilibrium,  that  is, 
when  the  demand  and  supply  of  bills  in  each  city  is  exactly 
equal,  so  that  they  would  each  have  to  receive  and  send  the  same 
sum,  it  should  happen  that  from  any  cause  whatever,  no  matter 
what,  there  should  be  a  desire  on  any  particular  day  to  send 
more  money  from  one  side  than  it  has  to  receive.  Suppose  more 
money  has  to  be  sent  from  London  than  it  has  to  receive  ;  then 
those  merchants  who  want  to  remit  money  from  London  will 
strive  to  buy  bills  on  Paris  in  the  London  markets.  But,  as  the 
demand  is  greater  than  the  supply,  a  competition  will  spring  up 
to  buy  the  bills  that  are  in  the  market,  and  hence  the  price  of 
them  will  rise.    It  is  their  duty  to  place  the  bullion  in  Paris  at 
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tUeir  own  eipense  and  risk,  and,  i!onsequentIy,  they  would  rather 
give  somewhat  more  for  a  bill  than  its  par  price,  to  save  them- 
selves tliat  espense.  But  they  will  not  give  more  than  the  cost 
of  traiiamittiiig  the  bullion  itseir,  because,  if  the  price  rose  higher 
than  that,  tliey  would  Booner  send  the  money.  Tims,  when  the 
Exchange  in  London  rises  agiunst  ]x)ndon,  or,  in  the  case  of  Paris, 
falls  below  par,  it  shows  that  London  wialies  to  send  to  Paris 
more  timu  It  has  tu  receive,  and  the  exchange  is  said  to  be  against 
London,  but  it  is  clear  that  it  cannot  continae  at  a  greater  rate 
against  London  than  the  cost  of  transmitting  bullion.  Hence 
this  is  manifestly  a  superior  limit  to  the  Tariation  of  tlie  Real 
Exchange. 

But  the  reverse  case  may  also  happen.  The  supply  of  bills 
in  London  on  Paris  may  exceed  the  demand.  The  price  of  them 
will,  therefore,  manifestly  fall.  Bat,  for  similar  reasons,  the  cost 
of  tranemitting  bulUon  will  be  an  inferior  limit  below  which  the 
price  wilt  not  fall. 

We  thus  see  that  the  state  of  the  exchanges  arising  out  of  the 
cross  remittances  of  money  is  a  simple  example  of  the  general 
law  of  supply  and  demand,  with  the  limitation  that  the  variation 
in  the  rates  of  exchanges  cannot  exceed  a  cert^  definite  sum, 
namely,  twice  the  cost  of  sending  bullion  from  one  place  to  the 
other. 

These  limite  of  the  Rate  of  Exchange  are  called  specie  points, 
because,  when  the  Exchanges  reach  them,  bullion  may  be  expected 
to  flow  in,  or  ont,  as  the  case  may  be. 

It  is  to  be  observed,  however,  that  these  limits  of  the 
variations  of  the  Exchange,  or  specie  points,  only  apply  to 
bills  payable  at  once,  and  to  long  periods.  During  short 
periods,  and  for  bills  which  have  some  time  to  run,  temporary 
causes  may  produce  fluctuations  in  the  Exchanges  greatly  ex- 
Deeding  these  limits.  We  shall  consider  these  cases  fully  after- 
wards. 


On  the  Effects  of  an  Inconvertible  Paper  Currency  on  the  Foreign 
Eiehanges. 

7.  We  must  now  consider  what  the  efiect  of  an  inconvertible 
[taper  currency  will  be  on  the  foreign  exchanges,  and  the  market 
price  of  bullion.    So  long  as  palter  is  convertible,  that  is,  the 
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holder  of  it  has  power  to  demand  payment  in  gold  for  it  at 
sight,  it  is  very  clear  that  it  cannot  circulate  at  a  discount,  because, 
if  it  fell  to  a  discount,  every  person  who  held  it  would  immediately 
go  and  demand  gold  for  it.  But,  if  while  it  enjoys  considerable 
circulation,  the  power  of  convertibility  is  suddenly  taken  away, 
ihen  it  becomes,  in  all  respects,  equivalent  to  a  new  standard,  just 
as  much  as  gold  or  silver,  and  its  value  will  be  aflTected  by  the 
same  principles  as  these  two,  viz.,  by  the  sole  question  of  the 
qmntUy  of  it  in  circulation,  compared  to  the  operations  it 
represents. 

Under  the  old  system  of  making  an  attempt  to  fix  the  value 
of  silver  and  gold  relatively  to  each  other,  there  was  no  power 
of  convertibility  of  one  into  the  other  similar  to  the  convertibility 
of  the  note.  If  silver  fell  to  a  discount,  as  compared  with  gold, 
no  persons  could  demand,  as  a  right,  to  have  their  silver  exchanged 
for  gold,  consequently,  the  inevitable  result  of  a  considerable 
change  in  the  quantity  of  either  metal  was  a  change  in  their 
market  values.  Thus,  in  1794,  gold  rose  to  84s.,  if  purchased 
with  silver  bullion;  now,  if,  speaking  by  analogy,  the  silver  coin 
had  been  convertible  into  gold,  the  difference,.never  could  have 
arisen,  any  more  than  a  baiJc  note,  convertible  at  the  will  of  the 
holder  of  it,  could  circulate  at  a  discount.  Now  paper,  when 
issued  as  a  substantive  standard  of  value,  follows  exactly  the 
same  rules;  if  only  the  usual  quantity  of  it  be  issued,  *.  e.,  no 
greater  quantity  than  would  have  been  issued  if  it  were  con- 
vertible into  specie,  it  will  continue  to  circulate  at  its  par  value; 
but,  if  these  issues  be  continued,  and  if  it  be  deprived  of  the 
natural  corrector  of  an  over-issue,  viz.,  payment  on  demand,  it  is 
maintained  in  circulation,  and  exactly  the  same  result  follows  as 
attends  an  excessive  issue  of  silver — it  falls  to  a  discount.  Now, 
the  silver  coin  may  fall  to  a  discount  from  two  circumstances, 
either  if  silver  be  coined  with  too  great  profuseness,  the  excessive 
quantity  of  it  will  dimmish  its  value,  even  though  the  coin  be 
of  full  weight;  or  if  the  silver  coin  be  suffered  to  fall  into  a 
degraded  state  by  clipping  and  wearing,  so  that  it  does  not 
contain  the  full  legal  weight  of  bullion,  it  then  becomes  depre- 
ciated. The  apparent  result  in  figures  will  be  just  the  same  in 
either  case  ;  guineas  will  rise  to  24s.  or  30s.  But,  as  silver  has 
general  value,  and  is,  from  its  qualities,  a  recognised  measure  of 
value,  it  is  not  correct   to  apply  the  term  dejireciation  to  it 
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as  long  OB  the  coin  contains  ite  full  legal  weight  of  bullion.  But 
the  case  is  different  with  paper;  it  is  only  received  on  account 
of  bearing  a  promise  to  pay  a  certain  quantity  of  bullion  on  the 
face  of  it;  and  If  it  ia  not  able  to  fulfil  that  promise,  it  is 
dtjn'eejated. 

Now  if,  for  the  public  convenience,  it  is  deemed  advisable  to 
issue  an  inconvertible  paper  carrency,  the  only  way  of  main- 
taining its  currency  at  par,  is  by  hmiting  ita  quantity.  We  do 
not  mean  by  this,  limiting  its  quantity  to  an  absolute  tised 
amount,  but  by  devisiDg  some  means  whereby  a  gi'falrr  qvanlilij  of 
il shall  not  be  uumed  titan  if  it  were  coiirertible  into  gold.  If  more 
than  this  be  issued,  it  will  be  followed  by  the  same  result  as  attends 
an  excessive  issue  of  silver,  it  will  fall  to  a  discount,  whicli,  in  this 
case,  ia  d/fpreriation  ;  and  the  necesaary  consequences  of  a  depre- 
ciated cnrrency  will  follow,  viz.,  the  market  price  {or  paper  price) 
of  bulliou  will  rise  above  the  mint  price,  and  the  foreign  exchanges 
will  fall. 

Now,  if  snch  a  state  of  things  happens,  the  proper  remedy  is  to 
dminigh  the  quantity  of  the  pajier  in  circulation  until  the  market 
price  of  bullion  is  reduced  to  the  level  of  the  mint  price.  If  the 
direct  power  of  demanding  five  sovereigns  be  taken  away  from  the 
holder  of  a  £,'i  note,  still,  if  he  can  purchase  bullion  with  it  in  the 
market  to  the  amount  of  live  sovereigns,  it  is  an  infallible  proof 
that  the  note  is  current  at  par;  and  the  limitation  need  not  proceed 
beyond  that.  But,  if  this  he  not  done,  the  next  best  thing  is  to 
allow  all  persons  to  receive  the  notes  at  whatever  value' tJiey  choose 
to  pat  upon  them  ;  and  let  them  uuike  a  difference,  if  tbey  choooe, 
between  the  prices  of  articles  when  paid  in  gold,  or  in  pajwr.  If 
this  be  allowed,  no  very  great  inconvenience  will  take  phice  in  the 
internal  trade  of  the  country,  beyond  a  certain  loss  of  prpal^e 
which  must  Iiappen  to  an  institution  whose  pajjer  circulates  at  a 
discount. 

But  suppose  the  law,  with  more  zeal  for  the  honour  of  the  paper 
currency  than  discretion,  declares  it  to  be  a  crime  to  make  a 
difference  between  paper  and  gold,  and  a  punishable  offence  to  give 
twenty  sovereigns  in  gold  for  twenty-one  pounds  in  paper — what 
will  be  tbe  consequence?  Exaclly  the  same  as  we  have  seen 
happen  when  the  silver  and  gold  coins  were  improperly  rated,  l/u 
one  which  ii-an  underrated  disappeared  from  circulation.  We  have 
seen  this  happen  both  iu  the  case  of  the  gold  coin  and  the  silver 
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ooiiL  NoWy  when  the  inconvertible  paper  cnrrency  is  issued  in  too 
great  abundance^  and  has  a  tendency  to  overflow  the  channels  of 
drcalation,  its  natural  effect  is  to  raise  prices  when  paid  in  it.  If 
people  were  free  in  their  transactions,  they  would  gradually  make 
a  difference  in  price  between  payments  in  paper  and  payments  in 
bullion;  but  if  the  owners  of  the  coin  are  prevented  by  law  from 
receiving  more  for  it  than  the  same  nominal  sum  in  paper,  they 
will  do  exactly  the  same  thing  as  is  invariably  done  when,  in  a 
metallic  currency,  part  is  depreciated  and  part  is  of  full  weight, 
they  will  either  hoard  or  export  it.  At  all  events,  it  will  dis- 
appear from  circulation.  Now,  as  the  gold  gradually  disappears, 
and  paper  issues  multiply,  people  begin  to  estimate  all  prices  by 
transferring  their  ideas  from  the  gold  to  the  paper,  and  the  paper 
ends  by  finally  displacing  the  entire  gold  coinage. 

The  stamp  on  the  coin  is  similar  to  the  banker's  **  promise  to 
pay  "  on  a  note.  The  stamp  is  the  guarantee  of  the  State,  that 
the  coin  does  actually  contain  a  given  amount  of  bullion;  the 
"promise  to  pay"  is  the  banker's  guarantee  that  he  can  pay 
so  much  coin  if  required.  The  convertibility  of  the  coin  into 
the  legal  amount  of  bullion,  is  the  test  of  the  depreciation  of  the 
metallic  currency;  so  the  convertibility  of  the  note  into  coin 
is  the  test  of  tiie  depreciation  of  the  note.  If  the  power  of 
demanding  coin  be  taken  away  by  the  Stutey  the  power  of  com- 
manding a  certain  quantity  of  bullion  in  the  market  still  equally 
remains  as  the  only  test  of  its  value.  The  Mint  price  of  bullion 
is  the  price  paid  in  coins  of  the  full  legal  weight,  the  market 
price  means  its  price  paid  in  the  current  coins,  and  a  difference 
between  the  two  is  the  proof  and  measure  of  the  depreciation 
of  the  current  coin.  When  paper  became  the  standard  currency, 
the  market  price  of  bullion  meant  the  price  of  it  when  paid  in 
the  paper  currency,  or  the  paper  price  of  it;  and,  by  a  parity  of 
reasoning,  if  the  paper  price  of  gold  bullion  rose  above  the  Mint 
price,  it  was  the  proof  and  tJie  ineamcre  of  tJie  depreciation  of  the 
paper  currency. 

Whenever  the  currency  of  a  country  becomes  redundant,  that 
is  to  say,  that  prices  rise  so  much  higher  in  one  country  than  in 
its  neighbours,  that  the  value  of  money  sensibly  diminishes,  the 
natural  corrective  for  such  a  thing  is  to  take  a  certain  portion  of 
it  out  of  circulation,  so  that,  by  diminishing  the  quantity  of  it, 
its  value  may  be  raised.    When  people  find  that  the  same  quantity 


S  10 


INCONVERTIBLE   PAPER   CURRENCT. 


303 


I 

I 

PI 


of  gold  vrill  not  purchase  &n  equal  amount  of  commoditiea  iu  this 
countrj,  as  they  will  in  another,  their  own  natural  inBtincC^  will 
lead  them  to  purchase  commodities  abroad  where  they  are  cheap, 
and  bring  them  for  sale  here  where  they  are  dear.  The  natnral 
ioBtinct  of  trade  will,  therefore,  produce  ac  equilibrium  in  value 
in  the  currency  of  neiglibonring  coantriea. 

■,  wheu  the  currency  of  a  country  consists  partly  of  paper 
and  partly  of  gold  and  silver,  it  is  quite  clear  that  only  the 
metallic  portion  of  it  can  be  exported  in  payment  of  foreign 
conunodities.  Tlic  paper  portion  of  it,  which  has  no  value  abroad, 
must  remain  at  home.  If  the  issues  of  the  paper  be  continued, 
80  aa  t«  prevent  the  currency  from  reeoveriug  its  value,  the 
process  of  the  exportation  of  the  metallic  portion  will  go  on  until 
it  is  entirely  exhausted.  If  this  be  the  case,  the  only  metliod  of 
reetoring  the  currency  to  its  former  value  is  by  diminishing  the 
I  quantity  of  the  paper,  until  the  drain  is  stepped  by  the  enhance-  * 
I  meut  of  the  value  of  the  whole  currency.  There  is,  however, 
'  ft  School  of  Doctrines  that  maintaina  that,  aa  tiie  gold  goes  out, 
paper  slionld  be  issued  to  supply  the  vacunm  until  the  gold  comes 
hmik.  But  it  requires  little  sagadty  to  see  that  if  that  be  done, 
I/k  gold  HHvr  will  come  buck  again,  and  the  drain  will  not  cease 
until  it  is  totally  exhausted,  and  the  only  way  to  bring  it  back 
again,  is  to  niise  its  value  at  home,  which  can  be  done  only  by 
removing   the  plethora  of  paper.     Wlieu  the  currency  is  in  its 

» healthy  state,  the  oscillatioua  of  the  exchange  may  be  compared 
to  tLose  of  a  tight,  staunch  ahip,  which  has  alway  a  natural 
tmdeucy  to  rctwer  itself;  but  when  there  is  an  excessive  quantity 
of  paper,  it  is  like  the  same  ahip  waterlogged,  when  site  once 
lieeis  over  she  never  can  recover  herself  until  the  water  is  pumped 
mt 
The  doctrine  that  ibr  rue  of  lite  pajier  pi-ice  of  bullion  aboiv  llui 
Mint  price,  (Dili  a  coitliiiuovs  slate  of  the  Fori-iffn  Eickaiigea  below 
Uu  l^ite  of  llie  real  exchange,  are  the  proof  and  l/ie  nteamire  of  tlt» 
drprerintion  of  an  inronrerlible  jiajirr  currencij,  may  be  called  Lord 
I  King's  law  of  the  currency,  because  he  bore  the  most  conspicuous 
I  part  in  establishing  it.  The  rise  of  the  pajier  price  of  bullion 
I  attracted  great  attention  soon  after  the  beginning  of  tliis  century, 
Q  Lord  King  and  some  others  published  pamphlets  to  demon- 
K  the  above  proposition.  However,  the  price  of  bullion  fell, 
md  the  subject  slept  till  1S09,  when  the  extraordinary  rise  of  the 
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paper  price  of  bnllion  began  again  to  be  seriously  felt.  Ricardo 
ihen  appeared  as  a  writer  for  the  first  time,  and  a  pamphlet  he 
published  to  prove  Lord  King's  doctrine,  was  the  foundation  of  his 
fame  as  an  Economist.  This  controversy  gave  rise  to  the  famous 
Bullion  Report,  and  the  great  currency  debates  in  1811,  when  the 
House  of  Commons  solemnly  repudiated  the  doctrine.  This 
doctrine  is  now  universally  admitted,  so  that  it  is  needless  to  say 
much  more  about  it. 

On  Exchange  Operations. 

8.  Exchange  operations  consist  in  buying,  selling,  importing 
and  exporting  bullion,  called  **  Bullion  Operations,"  and  buying 
and  selling  Bills,  called  "  Banking  Operations." 

The  calculations  necessary  to  ascertain  the  profit  and  loss  on 
such  operations,  are  given  at  length  in  various  technical  works 
on  the  subject.  Our  object  only  is  to  examine  the  general  causea 
which  produce  these  movements  of  bullion,  which  so  sorely  vex 
the  banking  and  commercial  world. 

Exchange  operations  of  both  sorts  may  be  cither  direct  or 
indirect,  that  is,  they  may  take  place  directly  between  the  two 
countries,  or  the  final  operations  may  be  effected  through  the 
medium  of  one  or  more  intennediate  countries. 

We  have  observed  that  for  bills  payable  at  sight  the  limits  of 
the  variations  of  the  exchange  carmot  exceed  the  cost  of  the  trans- 
mission of  bullion,  which  are  called  the  specie  points,  because, 
when  they  are  reached,  bullion  may  be  expected  to  flow  in  or 
out. 

When  the  bills,  however,  have  a  considerable  time,  such  as 
three  months,  or  more,  to  run,  before  they  are  i)ayable,  causes 
may  operate  which  may  produce  temporary  fluctuations  of  the 
exchange  considerably  beyond  these  limits.    Tliese  are  chiefly — 

1 .  The  necessity  that  the  holder  of  these  long-dated  bills  may 
have  to  realize  them,  even  at  a  considerable  sacrifice,  to  maintain 
their  own  position. 

2.  The  doubtful  position  of  the  acceptore,  or  the  general  dis- 
credit of  the  place  they  are  drawn  upon. 

3.  The  differing  relative  values  of  the  precious  metals  which 
are  the  standards  of  payment  at  each  place. 

4.  The  respective  rates  of  discount  at  each  place. 
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Now,  it  may  very  often  happen  that,  froni  these  combined 
caiifles,  it  may  be  coneiderabty  more  profitable  to  posBesB  bullion 
at  one  place  than  another.  Whenever  tliis  is  the  case,  excbaiiEf 
operatora  export  bullion  from  one  place  to  Hnother  for  t!ie  sake 
of  this  profit.  They  create  bills  upon  Bucii  a  place  ;  they  draw 
upon  their  correspondent*!,  dist^nut  their  billB,  and  remit  the 
proceeds  to  meet  their  drafts  when  due. 

It  ttsed  to  be  the  dogma  of  many  commercial  writere  that  bullion 
is  only  exported  to  diseharge  a  previous  state  of  indebtedness, 
and  that  consequently  a  draiu  of  bnllion  comes  to  a  natural  end, 
when  the  indebtedness  is  discharged.  But  tliis  is  a  most 
grievous  error.  The  sufficient  difference  of  profit  in  possessing 
bullion  at  tfvo  places  will  cause  a  fabrication  of  bills  for  the 
purpose  of  exporting  bullion,  without  any  previoos  indebtedneas, 
and,  of  coarse,  this  will  continue  so  long  as  this  possibility  of 
profit  exists.  Oonscfjiiently,  unless  this  profit  is  destroyed,  the 
drain  of  bnlliou  will  not  cease.  The  effectual  way  of  annihilating 
this  profit  is  by  raising  the  rate  of  disconnt. 

It  is  manifest  that  in  such  operations,  the  difference  of  profit 
between  the  two  places  must  exceed  twice  the  cost  of  transmitting 
bnllioD,  because,  in  such  ctise-s,  the  cost  of  transmitting  the  bulhon 
both  ways  will  fall  on  those  who  originate  them. 

Between  countries  in  which  there  are  no  restraints  upon  trade, 
the  exchanges  will  never  vaiy  much,  except  on  some  sudden 
emergency;  but  there  are  countries  ivith  which,  owing  to  the 
prohibitive  laws  which  still  infest  their  commercial  codes,  the 
exchanges  are  permanently  unfavourable,  because  they  will  take 
nothing  but  bullion  tor  their  commodities,  Knssia  is  one  of 
these  Gonntries,  and  hence,  if  not  modiSed  by  other  circimisiancea, 
bills  npon  Russia  would  always  be  at  a  premium;  bnt  here  at^in 
the  effect  of  trafficking  steps  in,  which  always  has  a  tendency  In 
equalise  prices.  The  merchant  (if  we  may  call  him  so)  who  deals 
in  bills,  acts  upon  the  same  principles  as  the  deader  in  any  other 
commodities,  he  buys  them  where  they  arc  cheapest,  and  sells 
them  where  tbey  are  dearest.  Hence,  he  will  try  to  buy  up 
Russian  bills  cheaper  in  other  exchanges,  or  debt  marketA,  and  sell 
them  in  the  London  debt  market.  On  the  other  hand,  from  the 
course  of  trade  between  England  and  Italy,  the  debt  whicb  Italy 
owes  to  England  is  usually  greater  than  the  coiitrary;  hence, 
Italian  bills  will  usually  be  at  a  discount,  or  cheap,  in  the  liondoa 
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debt  market.  So  the  bill  merchant  buys  them  up  cheap  here,  and 
Bends  them  to  some  other  market — Paris,  for  instance — where  they 
may  be  at  a  premium.  By  these  means,  the  price  of  bills  is 
raised  where  they  are  cheapest,  and  depressed  where  they  are 
dearest;  and  the  general  result  will  be  to  melt  all  the  differences 
between  separate  countries  into  one  general  result,  so  that  the 
exchanges  will  not  be  favourable  with  one  country  and  adverse 
with  another,  but  they  will  be  generally  adverse  or  favourable  with 
all  the  rest  of  the  world. 

Supposing,  however,  a  merchant  has  to  remit  money  to  Paris 
while  the  exchange  with  Paris  is  unfavourable  to  England,  he 
may  possibly  discover  a  more  advantageous  way  of  remitting  it 
than  by  buying  a  bill  on  Paris  directly.  Thus,  for  instance,  while 
bills  on  Paris  are  at  a  premium  in  London,  those  on  Hamburg 
may  be  at  a  discount,  and  bills  on  Paris  may  be  at  a  discount 
in  Hamburg,  So,  if  the  merchant  buys  a  bill  on  Hamburg  and 
sends  it  to  his  agent  there,  and  directs  him  to  purchase  a  bill 
on  Paris  with  the  proceeds,  he  may  be  able  to  discharge  his 
debt  in  Paris  at  a  less  sum  than  he  would  have  to  pay  for  a 
Paris  bill  in  London.  This  circuitous  way  of  setthng  his  debt 
involves  additional  charge  for  brokerage,  commission,  postage,  &c., 
but  the  effect  of  it  is  still  further  to  equalise  the  exchanges 
between  London  and  all  other  countries.  This  circuitous  method 
is  called  the  arhitratiwi  of  exchanges,  and  the  sum  which  is 
given  in  London  for  the  ultimate  price  it  reahses  in  Paris  is 
called  its  arbitrated  price.  When  only  three  places  are  used 
in  the  operation  as  above,  it  is  called  simple  arbitratian.  When 
more  than  three  are  employed,  it  is  called  compound  arbitration. 
The  practical  rules  for  working  out  these  results  are  very  simple, 
and  will  be  found  in  any  technical  book  on  the  subject.  But  it  is 
very  evident  that  the  quicker,  safer,  and  cheaper  the  communica- 
tion between  countries  becomes,  the  less  room  will  there  be  for 
such  operations,  because  the  limits  of  the  variation  of  the  real 
exchanges,  which  are  the  margin  which  renders  such  transactions 
possible,  will  constantly  diminish. 

The  scale  on  which  these  indirect  operations  of  exchange  is 
carried  on  is  immense,  and  peculiarly  affects  the  London  exchange. 
There  is  no  exchange  between  places  to  and  from  which  remit- 
tances have  not  constantly  to  be  made.  Consequently,  when  such 
places  trade,  their  accounts  must  be  settled  by  means  of  drafts 
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upon  some  third  recognised  centre.  Now,  London  is  the  banking 
centre  of  the  world.  From  the  enormona  exports  of  England  to 
all  quarters  of  the  globe,  remittances  have  to  be  made  to  London 
from  every  part  of  the  world.  There  is,  therefore,  a  constant 
demand  for  bills  upon  London  to  discharge  the  debts  incnrred 
for  these  commodities.  Hence,  althongh  the  exporters  may 
Bend  their  goods  to  different  conntries,  yet  if  they  can  draw 
npon  London,  their  bills  will  be  sure  to  find  some  pnrchaaers 
somewhere  to  be  remitted  to  England.  Hence  bills  upon  London 
bear  a  higher  price,  and  meet  with  a  readier  sale,  than  those  apon 
other  places. 

One  country  A  may  import  from  another  B  leas  than  she 
exports,  and,  consequently,  a  debt  is  due  from  A  to  B.  Also.  B 
exports  to  another  country  C  more  than  she  imports;  and,  conse- 
qnentiy,  a  debt  is  due  from  C  to  B,  and  A  may  discharge  its  debt 
to  B  by  transferring  to  it  its  claim  against  C. 

As  many  countries  trade  with  one  another,  between  which  there 
is  no  exchange,  their  claims  are  mutually  adjusted  by  drafts  upon 
Iiondon,  the  commercial  centre.  Hence,  the  London  exchange  is 
the  moat  important  in  the  world,  and  requires  the  greatest 
attention  to  he  paid  to  it. 

In  the  same  way  that  tliere  are  arbitrated  rates  of  exchange, 
there  are  arbitrated  prices  of  bullion,  but  we  need  not  enter  into 
them  here. 

On  the  Real  or  C(»nnureial  Exchange. 

9.  We  mnst  now  consider  the  causes  that  affect  the  Real 
Exchange,  or  the  true  Commercial  one,  which  arises  out  of  the 
tranaactions  between  this  and  other  countries.  As  the  British 
Islands  do  not  produce  the  precious  metals  to  any  extent  worth 
considering,  they  are  only  to  he  obtained  in  this  country  by 
importatiom,  and  we  mnst  now  consider  the  various  sources  from 
which  they  come,  and  the  different  causes  that  produce  an  influx, 
or  efflux,  of  them.  They  are  to  l)e  treated  in  every  other  respect 
like  any  other  foreign  commodity,  and  are  obtained  by  the  same 
means  as  any  other  one  that  we  require  for  domestic  consumption 
which  is  not  a  native  product. 

The  trade  in  bullion  may  be  divided  into  two  distinct  branches: 
the  one  where  it  is  carried  on  directly  with  the  countries  in  which 
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gold  and  silver  are  native  products,  and  the  other  with  those 
countries  which  do  not  produce  it,  but  which,  like  our  own,  have 
no  means  of  supplying  themselves  with  it  e»5ept  by  foreign 
commerce. 

I.     With  hullionrjproducing  countries.      Before    the  late  dis- 
coveries in  California  and  Australia,  the  chief  bullion-producing 
countries  were  Mexico  and  Peru.    We  need  not  specify  others, 
because  the  same  principle  applies  to  them  all,  and  to  describe 
them  all  would  rather  belong  to  a  work  on  commerce  generally. 
British  merchants    have    establishments,  or  correspondents,  in 
these  countries  to  whom  they  consign  their  goods,  and  their 
agents  exchange  them  for   the  bullion  brought  down  by  the 
natives,  and  which  is  collected  in  large  quantities,  and  usually 
brought  home  by  men-of-war  for  the  sake  of  security.    Most  of 
the  men-of-w^ar  on  the  Pacific  and  West  India  stations  make  a 
voyage  along  the  coast  before  they  return  home  to  collect  bullion 
from  the  merchants,  and  the  captain  receives  a  commission  on 
the  freight.     In   these  countries  bullion  is  treated  exactly  like 
any  other  commodity,  such  as  tea,  or  wool,  or  wine,  and  the 
British  goods  of  all  kinds  are  exported  to  them  for  the  express 
purpose  of  being  exchanged  for  bullion  to  be  remitted  home. 
The  limits  of  this  exportation  are  precisely  similar  to  the  limits 
of  the  exportation  to  any  other  country.     It  is  clear,  that  by  the 
time  the  bullion  reaches  this  country,  it  ought  to  be  sufficient  to 
cover  the  original  price  of  the  goods,  and  all  the  charges  on 
them  on  their  way  out,  as  well  as  the  agent's  commission  there, 
the  charges  for  freight,  insurance,  and  commission  for  bringing 
it  home,    and  a  feir  mercantile  profit  over  and  above  all  these 
expenses.     Unless  it  does  that,  the  commerce  is  not  profitable. 
If   too    many    goods  ai-e    exported  to  these  bullion-producing 
countries,  their  exchangeable  value  with  bullion  falls,  and  they 
will  not  purchase  a  sufficient  quantity  of  bullion  to  afPord  this 
profit,   and  the    further  exportation  of   such    goods    to    these 
markets  must  be  discontinued  until  the  goods  first  sent  out  are 
consumed  and  fresh  ones  required.    The  purchase  of  bullion,  then, 
in  these  countries,  is  a  very  simple  affair,  and  requires  no  frirther 
notice. 

II.     WHh  countries  which  do  not  produce  bullion.    The  causes 
which  produce  an  inflow  or  outflow  of  bullion,  between  this  and 
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Other  countrieH  like  it,  which  do  not  produce  bullion,  ore  much 
more  intricate,  and  have  excited  long  and  keen  controversies. 
Taking  this  country  as  the  centre,  we  may  consider  that  the 
transmission  of  bullion  to  or  &om  it  is  influenced  by  the  suvkn 
following  catisps: — 

1 .  The  balance  of  payments  to  be  made  to  or  by  It, 

2.  By  the  state  of  the  foreign  excliangcs. 
S.     By  the  state  of  the  currency. 

4.  By  remittances  made  to  this  country,  as  the  cummerciitl 
centre  of  Europe,  to  meet  payments  due  to  other  countriea. 

5.  By  the  political  security  of  this  and  aeighbouriug 
countries. 

0.  By  the  state  of  the  money  market,  or  the  comparative 
rates  of  interest  in  this  and  neighbouring  countries. 

7.  By  the  free  or  prohibitive  coniiuercial  tariffs  of  this  and 
foreign  countries,  as  they  permit  or  forbid  pur  manufactures  ta  be 
imported  into  them. 

There  are,  then,  seven  different  causes  which  act  uiwu  the 
movements  of  bollion,  and,  tn  any  case,  it  is  necessary  to  ascertain 
to  which  of  those  amses  it  is  due.  The  inveterate  error  of  mer- 
cantile opinion  for  a  lon^'  time  was,  tliat  there  is  only  one  cause 
which  causes  an  export  of  bullion,  namely,  u  balance  of  payments 
to  be  made. 

We  have  already  shewn  tliat  a  degraded  state  of  the  currency 
has  the  inevitable  effect  of  driving  away  bullion  from  here.  An 
we  may  fairly  hoiK  that  oui-  currency  will  never  again  be  allowed 
to  fall  into  such  a  disgraceful  condition  aa  it  was  till  181 G,  we  may 
consider  that  this  cause  is  not  likely  to  operate  again  on  tlie 
bullion  market;  and  we  may  now  proceed  to  develope  the  system 

of  tile  FOKKICIN  EXCHANHKS. 

According  to  the  crude  ideas  that  were  generally  received  abont 
a  centnry  ago,  gold  and  silver  were  almost  universally  considered 
to  be  nearly  the  only  species  of  wealth,  and  it  was  considered  to 
be  the  true  policy  of  every  country  to  encourage  by  every  means 
in  its  power,  the  influx  of  bullion,  and  to  discourage  its  eiport; 
and  most,  if  not  all,  of  the  EurojKau  nations  have  gone  so  far,  at 
one  time  or  another,  as  lo  prohibit  its  export.  The  profit  of 
foreign  commerce  was  estimated  solely  by  the  quantity  of  gold  and 
silver  it  brought  into  the  country;  and  the  Theory  of  Commerce 
seemed  to  be  reduced  to  a  };cncral  scnuuble  among  all  nations,  to 
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see  which  conld  draw  to  itself  most  gold  and  silyer  from  the 
others.  According  to  this  theory,  the  gain  of  one  party  was  the 
loss  of  the  other;  every  article  produced  in  another  country,  and 
imported  into  this  one,  was  considered  to  be  a  direct  loss  to  the 
country.  This  was  what  was  called  the  mercantile  or  commercial 
system.  According  to  this  theory,  the  leading  maxim  which 
governed  the  Legislature  was,  to  make  the  exports  to  exceed  the 
imports;  and  the  conclusion  drawn  was,  that  the  difference,  or 
balance,  must  be  paid  for  in  cash  by  the  debtor  nation.  When 
two  nations  traded  with  one  another,  the  difference  of  debts 
between  them  was  called  the  '*  balance  of  trade,"  and,  when  this 
was  in  favour  of  England,  the  exchange  was  said  to  be  favourable, 
because  bullion  had  to  be  paid  to  her;  on  the  contrary,  when,  on 
the  result  of  trade,  payments  had  to  be  made  by  her,  the  balance 
of  trade  was  said  to  be  against  her,  and  the  exchange  unfavourable, 
and  then  gold  was  8mt  out  of  the  country.  According  to  this 
theory,  the  prosperity,  or  the  contrary,  of  the  country,  and  the 
profit,  or  loss,  of  foreign  commerce  was  exactly  measured,  according 
as  gold  had  to  be  received  or  paid,  or  as  the  exchange  was  favour- 
able, or  the  reverse. 

The  admirable  chapter  of  Adam  Smith  on  the  Principle  of  the 
Mercantile  System,  is  a  masterly  exposition  of  the  fallacy  of  this 
theory,  and  is  certainly  one  of  the  soundest  and  best  written  in  his 
whole  work,  from  the  more  than  usual  consistency  of  its  ideas,  and 
the  lucidity  of  its  style.  There  are,  however,  some  things 
relating  to  the  subject  which  require  further  enforcement  and 
illustration. 

So  far  from^  the  principle  of  the  mercantile  theory  being  true, 
that  gold  and  silver  are  the  most  profitable  and  desirable  objects 
of  import,  the  direct  reverse  is  unquestionably  true,  that  gold 
and  silver  are,  of  all  objects  of  commerce,  the  most  unprofitable; 
and  it  is  a  certain  axiom  of  commerce  in  a  state  of  freedom, 
that  bullion  will  not  be  imported  until  it  has  become  unprofitable 
to  import  any  other  article.  There  are  no  class  of  traders  who 
derive  so  Uttle  profit,  in  proportion  to  the  capital  invested  in 
their  business,  as  dealers  in  bullion  and  money  of  all  sorts, 
whether  they  be  bullion  merchants  or  bankers.  Although  the 
opinions  we  have  alluded  to  above  were  the  prevalent  ideas  of 
the  age,  there  were  not  wanting  a  few  sagacious  thinkers,  who 
discovered  the  truth  of  what  we  have  last  said,  and  maintained 
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the  unprofitable  nature  of  gold  aud  silver;  but,  like  otEiers  who 
are  before  their  age,  their  voice  was  unheeded,  and  the  general 
object  of  commercial  ambition  and  legiaUtiou  was  to  acciimulute 
treasures  of  gold  and  silver. 

There  is  no  expression  in  commerce  of  more  Ircquent  occur- 
rence than  the  "  balance  of  trade,"  and  it  may  be  aa  well  to  give 
the  interpretation  of  it  generally  received  during  the  last  century, 
and  which  is  not  yet  wholly  extinguished.  Mr,  Irving,  Inspector- 
General  of  Imports  and  Exports  in  1797,  defined  it  thus: — '■  The 
common  mode  of  considering  that  question  has  been  to  set  off  the 
value  of  the  imporU,  as  stated  in  the  public  accounts,  against  the 
value  of  the  exports,  and  the  difference  between  the  one  and  the 
other  has  been  considered  the  measure  of  the  increase  or  decrease 
of  the  national  profit."  And  Mr.  Hoare,  a  banker  of  eminence 
for  twenty-two  years,  said: — "  I  consider  the  oidy  proper  means  of 
bringing  gold  and  silver  into  this  country  t^  arise  from  tlie  snrplua 
of  onr  exports  over  our  imports,  and  that  ratio  or  proportion 
which  is  not  imported  in  goods,  must  be  paid  for  in  bullion.  In 
the  year  1796,'the  imports  of  this  country  appear  to  be  £1  !),788,H23, 
and  the  exports  appear  to  be  £33,454, SttS,  which  ought  to  have 
brought  to  this  conntry  bullion  to  the  amount  of  that  difference, 
or  £10,(165,660." 

We  have  made  these  extract*  because  they  convey,  in  the 
fewest  words  j>ossible,  the  whole  ideas  oh  the  subject,  and  they 
are  made  by  persona  of  great  commercial  emiueTiee  before  the 
Committee  of  the  House  of  Commons.  It  is  true  that  Mr,  Irving, 
who  was  Inspector-General  of  the  Exports  and  Imports  of  Great 
Britain  and  the  British  Colonies,  expressly  states  that  the 
^plication  of  this  principle  to  the  whole  of  the  British  trade 
wonldfin  his  judgment,  be  extremely  erroneous.  We,  therefore, 
do  not  bring  him  forward  as  a/'j'roi'imi  of  the  theory,  but  only  as 
slating  distinctly  and  authoritatively  what  it  was,  Bat  Mr.  Hoare, 
a  banker  of  eminence  and  long  experience,  adopted  it;  and  we 
believe  that  this  theory  of  the  balance  of  trade  still  retains  a 
hold  on  the  minds  of  great  numberH  of  persons  who  do  not  give 
themselve«  the  trouble  to  sift  it  thoroughly.  Nevertheless,  there 
never  existed  a  more  complete  chimera  and  (xtmicious  delusion 
than  this  said  doctrine  of  the  balance  of  trade,  nor  one 
which  has  exercised  so  disastrous  an  influence  on  commercial 
I  emulation. 
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It  appears  that  the  simplest  way  of  arriTing  at  an  accurate  ^ 
conclusion  on  the  subject  is,  to  consider  that  the  dealings  * 
between  nation  and  nation  are  only  made  up  of  the  aggregate 
of  dealings  between  individuals  of  the  nations,  and  we  have  only 
to  consider  the  variety  of  methods  in  which  an  individual  mer- 
chant may  trade,  to  have  an  accurate  and  comprehensive  idea  of 
the  commerce  of  the  nation.  Instead  of  dealing  with  figures  of 
vast  amount,  which  make  no  definite  impression  on  the  mind, 
and  which  are  produced  by  a  number  of  complex  causes,  we 
shall  now  proceed  to  consider  in  how  many  different  ways  an 
individual  merchant  may  trade  with  foreign  conntries,  and  we 
shall  shew,  by  considering  the  dealings  of  an  individual,  how 
utterly  eiToneous  it  is  to  suppose  that  an  influx  of  bullion  is, 
ipso  facto,  a  proof  that  commerce  is  flourishing  and  profitable  to 
the  country,  and  that  whether  it  is  so  or  not  depends  very  much 
as  to  where  it  comes  ^om,  as  well  as  a  number  of  other  circum- 
stances. 

With  respect  to  those  countries  in  which  bullion  is  a  native 
product,  and  to  which  we  trade  for  the  express  purpose  of 
obtaining  it,  we  have  already  shewn,  that  unless  the  quantity 
obtained  in  exchange  for  our  goods  exceeds  a  certain  amount,  the 
commerce  is  not  a  profitable  one,  and  that  the  simple  fact  of 
bullion  being  remitted  from  them,  and,  therefore,  though  the 
exchanges  with  them  must  always  be  in  our  favour,  it  is  no  proof 
whatever  of  prosperity  or  profit. 

Next,  with  respect  to  countries  which  do  not  produce  bullion, 
it  is  easy  to  shew  the  extreme  fallacy  of  the  opinion  that  our 
exports  should  exceed  our  imports,  and  that  the  difference  will 
be  the  profit  of  the  country ;  in  many  cases  the  precise  reverse 
is  true,  that  our  imports  should  exceed  our  exports,  and  the 
profits  are  measured  by  the  exact  sum  by  which  the  imports  exceed 
the  exports,  or  the  excess  of  what  we  receive  over  what  we  give. 

To  prove  this,  let  us  take  a  simple  case.  Suppose  a  merdiant 
in  London  sends  out  £1,000  of  goods  to  Bordeaux,  by  the  time 
they  arrive  there,  the  mere  addition  of  freight,  insurance,  and 
other  charges,  will  probably  have  'increased  their  cost  of  pn>- 
tion,  or  the  expense  of  placing  them  where  they  are,  to  £1,050, 
supposing  them  to  be  sold  without  any  profit  at  all.  But,  as  the 
merchant  would  never  have  sent  them  to  that  market  ankss 
he  expected  to  realise  a  good  profit,  we  may  assttme  that  the 


S90  COURSE    OF    TUADE.  313 

market  is  favourable,  and  that  they  »eU  for  £1,500,  and  he  would 
probiiblj-  draw  against  hia  agent  for  £1,200,  His  correa  poo  dent 
jit  Bordeaux,  instead  of  remitting  the  money  to  England,  would 
find  it  tor  more  (irofitable  to  tnveat  the  jtroceeds  of  the  goods 
in  Burnt'  native  [irodnet,  whtdi  would  fetch  u  good  price  in 
Englund.  T!ie  chief  native  iiroduct  of  thut  country  is  triiie, 
BO  the  agent  would  invest  the  proceeds  of  the  gooda,  after 
deducting  iill  charges  for  freight,  cominiesiou,  &c.,  in  Bordeaux 
wine,  and  send  it  to  Engiiind.  This  wine  would  probably  be 
sold  at  tt  considerable  protit  iu  the  English  market,  say  it  would 
fetch  £2,000  ;  and,  after  deducting  all  the  charges  of  every 
description  on  the  cargoes  both  ways,  the  difference  would  be 
the  inerchrtufs  profit.  In  this  case  it  is  quite  clear  that  no 
bullion  would  imsg  between  the  countries,  and  the  merchant 
would  apparently  import  more  than  he  exported,  and  it  is  also 
clear  that  liis  profits  ai'e  exactly  estimatwl  by  the  excess  of  the 
value  of  the  inward  cargo  aliove  that  of  the  outward  one,  after 
deducting  all  charges  both  ways,  and  jnst  as  this  difference 
is  the  greater  bo  is  his  gain  greater.  In  this  case,  as  no  bullion 
would  i>a«s  from  either  country  to  the  other,  there  would  be  no 
question  of  exchanges. 

It  is  clear  that  the  London  merchant's  agent  at  Bordeaux 
would  be  goTcrned  by  several  considerations  as  to  whether  he 
would  remit  specie  or  wine  to  London,  and  he  would  be  chiefly 
governed  by  tlie  state  of  the  wine  markets,  both  at  Bordeaux 
and  Loudon.  For,  BupjioHing  the  goods  to  he  sold  at  a  good 
profit  at  Bordeaux,  he  must  next  consider  the  price  of  the  wine 
at  Bordeaux,  and  also  what  it  might  be  expected  to  fetch  in 
London.  If  some  great  disaster  had  happened  to  the  vines  so 
that  there  was  a  failure  of  the  crops,  the  price  of  wine  at 
Bordeaux  might  rule  excessively  high,  but  at  the  same  time  there 
might  1)6  a  large  stock  of  wine  in  London,  and  the  price  might 
not  be  tmuBually  high  (  so  that  if  he  were  to  purehafle  wine  at 
Bordeaux,  and  send  it  to  London,  it  might  be  a  loss.  In  snch  a 
case  as  this,  if  there  were  no  other  native  product  to  send, 
he  would  find  it  more  advantageous  to  remit  specie,  whatever  he 
could  sell  the  goods  for,  and  then  the  exchange  would  be  in 
favour  of  London  ;  but,  before  the  London  merchant  could 
reckou  his  proflta,  he  would  have  to  deduct  the  freight,  insur- 
ance, &c.,  on  the  specie. 
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Whether  the  tranBaction  was  profitable  or  not  to  the  London 
merchant  wonld  enturely  depend  on  the  amount  of  specie  he 
received  alter  deducting  all  charges  ;  and  if  he  had  purchased 
the  goods  he  sent  out  &om  England  cheap^  and  there  was  a 
acarcitj  of  them  at  Bordeaux,  he  might  realise  high  prices  there, 
which  might  leave  him  a  good  profit.  It  would  be  very  im- 
probable that  he  could  realise  so  much  profit  on  that  single 
operation  as  in  the  double  one  of  exporting  goods  and  importing 
wine.  So  that  the  import  of  the  specie  would  be  leas  profitable 
to  him,  and  the  nation  at  large,  than  the  import  of  the  wine. 

The  reasons  which  caused  the  export  of  specie  from  Bordeaux, 
and  the  import  of  it  into  England,  in  this  case,  are  very  plain, 
they  were  the  scarcity  and  deamess  of  the  native  products  at 
Bordeaux,  and  the  abundant  supply  of  them  already  in  the 
London  market.  Hence,  we  gather  that  the  scarcity  and  dear- 
ness  of  native  products  is  an  infallible  cause  of  the  export  of 
specie  from  a  country ;  on  the  contrary,  an  already  existing 
abundant  supply  of  foreign  products  of  all  sorts  is  a  certain 
cause  of  its  import  into  a  country.  On  the  contrary,  when 
native  products  are  cheap  and  abundant,  it  will  cause  an  im- 
portation of  bullion,  and  when  foreign  products  are  scarce  and 
dear,  it  will  cause  an  export  of  bullion. 

We  have  before  observed  that  the  exchange  being  in  favour  of 
a  country  means  nothing  more  than  that  bullion  has  to  be 
remitted  to  it.  In  the  case  above  described,  the  exchange  at 
Bordeaux  would  be  in  favour  of  London  ;  but  this  simple  case  is 
as  good  as  a  thousand  to  shew  the  extreme  and  dangerous 
fallacy  of  drawing  any  conclusion  as  to  the  advantage  of  the 
trade  to  England,  from  the  simple  fact  of  the  exchange  being 
favourable  to  her,  and  an  inflow  of  bullion  taking  place. 

The  example  given  above  is  of  the  simplest  description,  and  a 
merchant  of  eminence,  who  has  correspondents  in  several  dif- 
ferent parts  of  the  world,  might  easily  multiply  these  operations, 
so  as  to  visit  many  markets  before  the  returns  of  his  cargo  were 
brought  home.  Thus,  instead  of  having  the  wine  sent  home 
from  Bordeaux,  his  correspondent  might  find  it  more  profitable 
to  send  it  to  Buenos  Ayres,  and  dispose  of  it  there.  The  chief 
native  product  of  that  place  is  hides,  and  we  may  suppose 
that  his  correspondent  there  might  invest  the  proceeds  of  the 
cargo  of  wine  in  hides,  which  there  might  be  a  favourable  oppor- 
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tunit;  of  selling  in  the  West  Indiee.  When  the  cai^o  arrived  in 
the  West  Indies,  instead  of  remitting  the  proceeds  directly 
home,  it  might  very  well  happen  that,  owing  to  a  scarcity  of  com 
at  liome,  it  might  be  veiy  high  there,  and  cheap  in  Canada,  so 
he  would  invest  the  proceeds  of  the  hides  in  sugar,  and  despatch 
that  to  Canada,  where  the  merchant's  eorreBpondeut  there  would 
dispose  of  it,  and  purchase  com,  which  he  would  send  to  Eng- 
land. 

In  the  case  just  described,  wo  observe  that  there  are  five 
distinct  operations,  and,  as  we  may  suppose  that  there  is  a  profit 
upon  each  of  tbem,  by  the  time  the  returns  for  the  goods,  wliich 
originally  coat  £1,000,  are  brought  to  Eugland,  it  may  very  well 
be,  that  the  corn,  which  forms  the  ultimate  payment  of  them, 
may  be  several  times  as  valuable  as  tbe  original  cargo ;  and,  as 
we  have  sujiposed  tbe  charges  on  each  operation  to  be  deducted 
before  investing  the  proceeds  in  other  articles,  it  is  clear  that 
the  merchant's  profit  upon  the  whole  is  exactly  the  difl'erenee  in 
value  in  England  between  the  articles  last  purchased  and  sent 
home  and  the  original  cargo  ;  after  deducting  all  the  expenses  of 
sending  home  the  last  cargo,  and  we  also  observe  that  no  specie 
has  been  sent  from  one  country  to  the  other  in  the  whole  course 
of  the  extended  operation. 

This  example  is  sufficient  to  demonstrate  the  utter  fallacy  of 
the  old  idea,  which  is  even  yet  not  extinguished,  of  the  balance 
of  trade.  Nothing  can  be  more  clear,  that  anless  the  value  of 
the  cargo  which  comes  into  England,  in  payment  of  the  cargo 
that  was  sent  out,  is  sufficient,  not  only  to  defray  the  cost  of 
tbe  original  cargo,  as  well  as  all  charges  upon  it  and  the  retnm 
cargo,  and  leave  a  profit  besides,  the  commerce  could  not  be 
carried  on.  No  English  merchant  could  export  goods  unless  he 
receives  in  retum  others  of  much  greatber  value ;  and  the  obvious 
conuderatioD,  that  tbe  more  he  gets  for  what  be  sends  out,  the 
more  profitable  it  is  to  himself  and  tbe  nation,  is  sufficient  by 
itself  to  explode  the  old  fallacy  of  the  balance  of  trade.  One 
obriuuB  Bdurce  of  error  is,  that  the  value  of  the  exports  from 
this  country  is  estimated  at  tbe  time  of  their  leaving  the  country, 
and  before  the  charges  for  freight,  &c„  are  incurred,  which 
mnst  necessarily  raise  their  selling  price  in  the  foreign  market, 
if  they  are  not  sold  at  a  loss,  and  their  value  in  that  market  is 
expected   to  be  considerably  higher  than  thai.      On  the  other 
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hand,  the  value  of  the  imports  is  estimated,  not  according  to 
their  value  when  thej  left  the  foreign  country,  but  what  it  is 
upon  their  arrival  here,  including  all  their  charges  upon  them. 

If  we  suppose  that  Bordeaux  had  but  one  native  product — 
wine — the  chances  of  finding  the  markets,  both  at  Bordeaux  and 
London,  in  a  favourable  state  for  importing  produce  instead  of 
specie,  would  be  limited  to  that  single  article.  But  if  it  had 
other  products,  such  as  olive  oil,  the  chances  would  be  increased 
of  finding  articles  to  suit  the  market,  and  the  chances  would 
evidently  be  multiplied  according  to  the  number  and  variety  of 
its  products. 

Let  us  take  another  example,  and  let  New  York  be  the  start- 
ing place.  The  staple  products  of  America  are  breadstuffs  and 
provisions.  A  merchant  of  New  York  sends  a  cargo  of  corn  to 
Liverpool,  and  his  correspondent  there  will  endeavour  to  invest 
the  proceeds  of  that  in  British  goods,  if  he  finds  the  state  of  the 
markets  in  England  and  New  York  will  make  such  an  operation 
profitable.  Suppose  that  the  price  of  com  is  very  high  here,  and 
British  goods  are  also  very  high  here,  and  very  low  in  America,  it 
is  clear  that  nothing  but  specie  will  be  sent.  In  cases  where  a 
great  and  unexpected  dearth  of  com  occurs  in  England,  and  its 
price  rises  enormously  high,  the  infallible  result  is  to  cause  a  great 
drain  of  specie  for  the  time  being,  because  our  necessity  for  food 
is  much  more  pressing  and  immediate  than  their  necessity  or 
capability  of  consuming  our  cotton  or  woollen  goods.  And  the 
only  way  to  arrest  such  a  drain  is  to  effect  such  a  reduction  in  the 
prices  of  British  goods  as  shall  make  it  more  profitable  to  export 
goods  than  specie. 

In  the  cases  we  have  hitherto  been  considering,  we  have 
described  the  operations  as  if  merchants  were  left  perfectly  free 
to  carry  their  goods  whither  they  pleased,  and  were  not  met  and 
obstructed  by  artificial  obstacles  purposely  devised  for  inter- 
fering with  their  business,  by  the  laws  of  diflferent  nations.  But 
there  are  few  nations,  and  our  own  among  the  rest,  which  have 
not  habitually  discouraged  the  importation  of  foreign  goods,  and 
imposed  heavy  duties  for  the  specific  purpose  of  excluding  them, 
as  they  conceived  the  extraordinary  idea  that  all  foreign  goods 
brought  into  the  country  were  so  much  loss  to  it.  Thus,  the 
statute  of  William  III.  (1688,  c.  24)  says:—"  It  hath  been  found 
by  long  experience  that  the  importing  of  Fisench  commodities 
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of  all  sorts "  (enumerating  them)  "  hath  mach  exhausted  the 
treaaure  of  this  nation,  lessened  tlie  value  of  the  native  com- 
modities  and  manufactures  thereof,  and  greatly  w^jovfrished  tlie 
English  artificers  and  handicrafts,  and  caused  (^eat  detrimenl 
to  the  kingdom  in  general."  If  we  consider  the  effect  of 
these  laws  in  one  place,  it  will  equally  apply  to  every  other; 
thus,  in  the  first  instance,  snpjxise  that  there  are  very  high 
protecting  duties  at  Bordeaux  iigaiust  British  goods,  as  the 
consumer  must  ultimately  |wy  all  the  exijenses  and  charges  on 
the  goods,  it  will  have  the  effect  of  greatly  raising  the  market 
price  tlicrc,  and  diminishing  the  number  of  persoua  who  can 
afford  ti)  huy  tlicm,  and  hence,  as  the  market  is  so  limited,  a 
smaller  quantity  of  goods  will  overstock  it  than  if  it  were  more 
extended.  TJiis  will  cause  a  inudi  Jess  quantity  of  goods  to  be 
sent  IVora  London,  and  it  will  canae  a  much  larger  proportion  of 
specie  to  be  remitted  to  pay  for  the  productions  of  Bordeaux. 
This  example  shews  that  the  inevitable  effect  of  Jiigb  protecting 
duties  between  country  and  country  is  to  canae  a  mnch  more 
frequent  transmission  of  bullion  from  one  to  the  other  than 
would  be  the  ease  in  an  nnffittered  state  of  commerce  ;  nnleaa, 
indeed,  the  smuggler  steps  in,  who  is  the  corrector  provided  by 
nature  against  this  commercial  insauity.  The  effect,  then,  of 
prohibitive  duties  is  to  cause  an  inflow  of  bullion  ;  but  we  must 
carefully  guard  against  supposing  that  this  inflow  is  a  favourable 
sign,  as  it  is  certainly  the  least  profitable  import  n  merchant  can 
receive  for  his  goods  ;  and  there  is  this  veiy  marked  difference 
hetwccn  an  inflon'  of  bullion  under  the  Protectionist  system  and 
under  a  Free  Trade  system,  that  the  former  is  acTOraitanied  with  a 
groat  dearth  of  foreign  commodities,  but  the  latter  is  an  infallible 
sign  of  great  iibutidauw  of  them,  as  bullion  is  never  im|}orted 
when  men  are  allowed  to  follow  their  own  interests,  niitil  our 
markets  are  already  so  overstockod  that  evciy  other  article  has 
ceased  to  be  profitablc- 

The  foregoing  cases  comprehend  the  different  varieties  of  com- 
mercial transuctiona  between  this  and  any  other  country,  and  we 
gather  from  them  the  following  re-sulta  resjiecting  the  inflow  or 
outflow  of  bullion  : — 

I.  nie  cause  of  bullion  being  imported  is  either  when  the 
price  of  goods  is  so  low  in  England,  and  so  hujh  m  the  foreign 
market,  as  to  tempt  foreigners  to  send  here  to  bny  goods,  or  the 
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price  of  goods  is  so  high  in  the  foreign  market,  and  so  low  in 
England,  that  nothing  bnt  specie  can  be  sent  in  payment  of 
goods  exported  from  England. 

II.  The  canse  of  bullion  being  exported  from  England  is  that 
there  is  some  great  and  pressing  demand  for  some  article  in  this 
oonntry,  and  other  conmiodities  are  so  scarce  and  dear  that  they 
cannot  be  exported  with  a  profit,  or  that  the  article  is  required 
in  such  great  quantities  that  the  foreigner  cannot  consume  onr 
goods  which  we  should  prefer  to  send  in  payment  fast  enough, 
and  so  specie  must  be  sent,  and  the  greater  the  difference  in 
price  the  greater  will  be  the  drain  of  bullion :  or  that  other 
markets  are  already  overstocked  with  our  productions,  which  are 
depressed  below  their  usual  market  value  there.  This  is  what  is 
meant  by  overtrading  ;  and,  from  this  circumstance,  we  see  that 
overtrading  is  a  sure  precursor  of  a  drain  of  bullion  from  the 
country.  When  there  has  been  a  great  failure  of  the  crops  in 
this  country,  so  as  to  cause  a  famine  price,  the  demand  for  com 
is  so  immediate  and  urgent  that  it  necessarily  causes  a  great  drain 
of  specie  and  it  is  then  of  the  greatest  possible  consequence  that 
the  prices  of  other  commodities  should  be  as  low  as  possible,  to 
enable  them  to  be  sent  in  payment  of  the  necessary  supplies  of 
food,  and  prevent  such  a  drain  of  bullion  as  may  disturb  the 
whole  monetary  system  of  the  country. 

Overtrading,  and  a  failure  of  the  cereal  crops  of  this  country, 
are  each  of  them  sure  causes  of  a  drain  of  bulUon.  The  most 
disastrous  event  for  the  commerce  of  this  country  is  when  both 
these  circumstances  happen  concurrently.  It  is  like  a  spring 
tide  of  disaster.  The  most  terribly  disastrous  commercial  crisis 
Siis  country  ever  experienced  was  preceded  by  some  years  of 
overtrading,  followed  by  successive  failures  in  the  staple  support 
of  the  people  of  England  and  Ireland.  These  two  adverse  events 
together  produced  the  calamities  of  1847.  We  shall  see  that  the 
intended  effect  of  the  Bank  Act  of  1844  is  to  provide  a  remedy 
for  such  a  state  of  things,  by  causing  such  a  reduction  in  the 
price  of  home  commodities,  in  the  event  of  a  drain  of  specie 
taking  place,  as  to  render  it  more  profitable  to  export  them  than 
bullion,  and  so  stop  the  drain.  Whether  the  Act  is  effective  for 
this  purpose  is  another  question,  which  it  is  not  the  proper  place 
to  discuss  here. 

There  are  some  countries  fix)m  which  we  draw  articles  of 
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great  necessity,  bat  to  which,  from  different  circanistanceB,  wb 
do  not  expect  to  remit  goods  in  payment.  RuEsia  was  the  g^reat 
sonrce  of  oar  supply  of  hemp,  tallow,  and  flax,  and  we  nsed  to 
import  these  products  to  the  value  of  £12,000,000  yearly,  but, 
owing  to  the  prohibitive  character  of  her  tariflj  we  were  unable 
to  send  our  own  products  in  payment  of  these  goods  to  any- 
thing hke  a  similar  amonnt  in  value.  To  such  a  country  the 
difference  muet  be  remitted  in  cash,  to  the  mutual  loss  of  both 
parties ;  and,  unless  there  were  other  means  of  equalising  the 
exchanges  with  different  countries,  tiie  exchange  with  Russia 
would  always  be  nnfavourable  to  England.  The  chief  export 
trade  from  Ireland  to  England  was  in  articles  of  food — pigs, 
cattle,  oats,  butter.  Oreat  quantities  of  these  came  from  Ireland, 
but  the  inhabitants  of  that  conntiy  were  much  too  poor  to  be 
able  to  consume  an  equivalent  amount  of  English  goods ;  in 
consequence  of  which  the  difference  had  to  be  remitted  in 
specie,  and  so  the  exchanges  between  England  and  Ireland 
were  almost  uniformly  favourable  to  Ireland.  Now,  if  Ireland 
liad  been  sufficiently  wealthy  to  have  consumed  English  goods 
instead  of  specie,  it  is  evident  that  it  would  have  been  far  more 
advantageous  for  both  countries ;  for  English  industry  would  have 
been  promoted,  and  Ireland  would  have  gained  a  more  valuable 
import.  These  two  examples  offer  a  farther  illustration  of  what 
we  said  before,  that  the  frequent  transmission  of  bullion  between 
countries  which  do  not  produce  it,  is  a  symptom  of  a  less  profitable 
trade  than  it  would  Ite  if  goods  were  transmitted. 

In  the  operation  first  described  above,  we  have  supposed  it  to 
originate  with  the  EngUah  merchant  who  remits  his  goods  to 
his  correspondent  abroad,  and  who  reaps  the  profits,  and  the 
proceeds  must  be  remitted  to  him  after  deducting  the  freight, 
charges,  and  commission  of  the  agent  there.  But  it  is  also  pro- 
bable tliat  there  will  be  native  mercliants  at  Bordeaux,  who  will 
send  wine  to  England  on  their  own  account  to  their  correspon- 
dents here,  and  then  the  whole  transaction  will  be  reversed. 
The  English  correspondent  will  endeavour  to  purchase  English 
goods  as  low  OS  he  can,  and  if  he  can  get  them  low  enough  to 
realise  a  profit  in  the  Bordeaux  market,  he  will  send  goods  out ; 
but  if  the  English  goods  are  too  high  for  that  purpose,  he  must 
send  sjiecte.  It  is  also  evident  that,  even  if  the  gootU  be  at  no 
tmngnal  height  in  England,  still,  if  the  market  at  Bordeaux  l>e 
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already  overstocked  with  them,  or,  as  it  is  called,  "  glutted,"  it 
would  be  useless  to  send  more  goods,  to  force  the  price  down 
still  farther,  and  the  consequence  most  be  that  nothing  but 
specie  will  go. 

From  this  we  see,  that  if  specie  be  coming  in  from  a  country, 
it  is  a  proof  that  we  have  already  got  so  many  of  their  goods, 
that  it  will  not  pay  to  import  any  more,  and  if  specie  be  going 
out  to  a  country,  it  shews  that  we  have  already  sent  out  so 
many  of  our  goods  to  that  market  that  it  is  already  overstocked. 
The  diflferent  barbarous  laws  which  every  country  has  enacted 
under  the  erroneous  appellation  of  protection,  by  aggravating  the 
price,  limit  the  markets  in  every  country  for  the  products  of  other 
countries,  and  cause  much  fewer  conmiodities  to  pass  between 
nations  than  otherwise  would,  and  cause  the  markets  of  any 
country  to  be  much  sooner  overstocked  than  they  would  otherwise 
be.  By  preventing  this  interchange  of  commodities  which  every 
nation  would  naturally  prefer,  it  necessitates  payments  in  specie 
to  a  much  larger  extent  than  would  be  the  case  if  commerce 
were  free,  to  the  common  impoverishment  of  all  parties. 

The  foregoing  considerations  shew  that  it  is  possible  to  carry 
on  any  amount  of  foreign  trade  without  the  necessity  of  any 
remittances  being  made  in  specie.  In  the  instance  above  taken, 
the  English  merchant  purchases  goods  and  sends  tliem  to  his 
correspondent  abroad,  who  realises  them  and  invests  the  proceeds 
in  that  market,  and  sends  them  to  England,  and  the  English 
merchant  disposes  of  them  m  England,  and  gains  the  profits 
there,  and  no  specie  is  sent  from  one  country  to  the  other. 
Similarly  the  foreign  merchant  send^  his  goods  to  his  correspon- 
dent in  England,  who  disposes  of  them  there,  and  invests  the 
proceeds  of  them  in  England  in  English  commodities,  and  sends 
them  to  his  foreign  correspondent,  who  gains  his  profit,  either 
by  selling  them  in  his  own  country,  or  by  sendin<]:  them  to  some 
other  market  where  he  may  make  a  higher  return,  and,  as  in  the 
former  case,  no  s^xicie  passes  between  the  two.  Nor  is  the  result 
in  any  way  different  if  the  trade  be  conducted  by  the  more 
circuitous  method  of  three  or  more  transactions.  Hence,  in  a 
healthy  state  of  the  markets  of  different  countries,  scarcely  any 
specie  will  pass  between  them,  and  the  very  fact  of  there  being 
a  necessity  for  making  frequent  and  large  remittances  of  specie 
from  one  country  to  another,  is  in  itself  a  proof  of  there  being 
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something  irregular  and  nnhealthy  in  the  state  of  commerce  in 
general,  and  in  the  state  of  the  markets  of  one  conntij  or  the 
other,  either  that  they  are  overstocked  or  understocked,  or  that 
there  is  some  legislative  interference  with  the  natural  course  of 
trade  between  nation  and  nation.  Nothing  can  be  more  certain 
than  that  bnllion  is  the  least  profitable  of  any  article  of  commerce, 
except  from  bullion-producing  countries,  and  that  when  merchants 
have  recourse  to  it,  it  is  because  some  disturbance  has  t^kea  place 
in  the  profitable  relations  between  supply  and  demand  of  other 
commodities. 

Now,  flup}>osing  commerce  to  be  in  that  desirable  and  healthy 
state  in  which  do  specie  passes  between  non-bnlii  on -producing 
countries,  who  could  teil  how  what  is  called  the  balance  of  trade 
is  inchned  ?  Who  can  tell  what  the  balance  of  trade  is  ?  Each 
country  would  shew  a  favourable  balance,  taking  the  values  of 
the  exports  and  the  imports  at  their  market  prices  in  each  conntry. 
Each  country  would  shew  that  their  imports  exceeded  their  ex- 
ports in  value,  that  is,  each  would  shew  that  they  had  gained  by 
their  commerce,  fur  the  very  simple  reason  that  the  value  of  the 
article  they  received  would  be  greater  in  their  own  market  than 
the  value  of  the  one  they  gave;  and,  unless  it  was  so,  it  is  mani- 
fest that  trade  could  not  be  carried  on,  because  all  the  expenses  and 
profits  of  trade  are  provided  for,by  the  difference  in  value  between 
what  they  give  and  what  they  recelTe.  Hence,  niilesa  both  parties 
gain  by  the  transaction,  commerce  cannot  be  carried  on.  But 
this  shews  that  the  expression  "  balance  of  trade "  is  a  gigantic 
delusion,  and  it  is  greatly  to  be  wished  that  it  should  be  for  ever 
exploded  and  laid  aside,  as  the  fountain  and  origin  of  incalculable 
mischief  to  the  world,  in  the  suicidal  effOTta  every  nation  has 
made  to  secure  to  itself  that  great  chimera — a  favoorable 
balance. 

The  mistake  of  unreflecting  writers,  who  think  that  the  price 
of  foreign  goods  sold  in  this  country  goes  into  the  pocket  of  the 
foreigner,  consists  in  this,  that  the  probability  is,  that  the  English 
merchant  who  imports  these  goods  has  already  purchased  them 
with  English  goods,  so  that  their  money  price  goes  iuto  the 
pocket  of  the  English  merchant,  and  not  that  of  the  foreign  one, 
and  is,  probably,  re-invested  in  Eugliah  goods,  if  there  is  a 
prospect  of  a  favourable  opening  for  them. 

The  fuudameatol  fallacy  about  the  balance  of  trade,  which 
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seems  to  have  taken  possession  of  the  Legislature^  was^  that  the 
interests  of  the  State  were  diflferent  and  opposite  to  the  interests 
of  individuals.  They  seem  to  have  entertained  the  idea  that 
every  merchant  had  entered  into  a  conspiracy  to  ruin  the  country, 
which  he  tried  to  carry  into  eflfect  by  becoming  as  prosperous 
himself  as  he  could.  It  seems  most  unaccountable  how  long 
they  missed  the  obvious  truism,  that  the  prosperity  of  the  State 
was  made  up  of  the  prosperity  of  the  individuals  composing  it, 
and  that  every  one  was  far  keener  in  discerning  what  conduced 
to. his  own  prosperity  than  the  State  could  be,  and  that  if  private 
merchants  found  it  to  be  to  their  individual  advantage  to  import 
commodities  rather  than  bullion,  it  could  not  be  beneficial  to  the 
State  to  force  trade  into  a  contrary  direction. 

Notwithstanding  the  prevalent  idea  that  foreign  trade  was 
profitable  just  in  proportion  to  the  money  it  brought  into  the 
kingdom,  and  that  this  was  indicated  by  the  so-called  balance  of 
trade,  there  were  a  few  enlightened  persons  who  saw  through  the 
fallacy,  and  combated  it.  In  reference  to  a  certain  "  balance  " 
which  occurred  in  the  trade  between  Holland  and  England,  and 
which  was  a  subject  of  much  gratulation,  Craik  well  observes 
that  it  would  be  as  irrational  to  suppose  that  the  English  must 
necessarily  be  the  chief  gainers  by  this  trade,  as  it  would  be  to 
maintain  that  the  productive  labourer  must  always  be  a  greater 
gainer  on  the  article  he  produces  than  the  capitalist  who  employs 
him.  That  the  Dutch  were  in  the  position  of  the  capitalist,  and 
the  English  of  the  labourer,  and  that  while  the  Dutch  had  the 
goods  the  English  had  the  money;  just  as,  while  the  master  has 
the  goods  the  workman  has  his  wages.  But  that  the  excess  of 
profit,  or  real  advantage,  should  be  with  the  labourer  rather  than 
with  the  capitalist,  may  fairly  be  presumed  to  be  as  unusual,  and 
as  little  likely  in  the  nature  of  things,  in  the  case  of  nations  as  of 
individuals. 

An  attentive  consideration  of  these  various  methods  of  trading 
will  shew  what  a  complete  phantasy  the  old,  and  still  too  common, 
idea  of  the  **  balance  of  trade  "  is;  and,  as  nothing  more  conduces 
to  error  and  confusion  in  any  science  than  a  nomenclature  and 
technical  phrases  which  are  founded  upon  misconceptions  of  the 
principles  of  that  science,  so  nothing  has  exercised  a  more 
maUgnant  influence  upon  legislation,  and  popular  ideas  generally, 
than  this  phrase;  and  it  would  be  very  desirable  if  some  means 
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could  be  taken  to  discontinue  its  use  altogether.  But,  as  it  does 
occur  in  the  course  of  trade  that  transactions  between  nations 
have  to  be  settled  in  specie,  we  must  now  consider  the  operations 
of  the  foreign  exchanges. 

The  course  of  the  foreign  exchanges,  then,  entirely  depends 
upon  the  fact  of  persons  in  one  country  having  to  make  payments 
to  persons  in  another  country,  from  whatever  causes  these  pay- 
ments have  to  be  made.  And  there  are  but  two  causes  which 
influence  their  rates:  first,  the  depreciation  of  one  or  both  of  the 
currencies  which  have  to  be  exchanged,  secondly,  the  relative 
amounts  of  money  that  have  to  be  remitted  from  one  country  to 
the  other. 


On  the  Rate  of  Discount  cls  influencing  the  Exchanges. 

10.  We  have  now  to  treat  of  a  cause  of  the  movement  of 
bullion  which  has  acquired  an  importance  in  modem  times,  far 
exceeding  what  it  ever  did  before;  in  fact,  it  is  now  probably 
more  important  than  any  other,  viz.,  a  difference  in  the  rate  of 
interest  or  discount  between  two  countries.  In  former  times, 
when  the  communication  between  different  places  was  slow  and 
expensive,  before  the  days  of  railroads  and  steamers,  a  con- 
siderable difference  might  exist  in  the  rates  of  interest  in  two 
places,  without  causing  a  movement  of  bullion  from  one  place 
to  the  other.  But  that  is  not  possible  now.  The  communication 
between  places  is  so  rapid  now  that  directly  the  difference 
between  the  rates  of  interest  in  any  two  places  is  more  than 
sufficient  to  pay  for  the  expense  of  sending  the  bullion,  an 
immediate  flow  of  bullion  commences  ftx)m  one  place  to  the 
other.  And  this  is  in  exact  accordance  with  the  usual  mercantile 
principle  that  operates  in  every  other  case,  that  if  the  difference 
of  price  of  the  same  article  in  any  two  markets  is  more  than 
sufficient  to  repay  the  cost  of  sending  it  from  one  to  the  other, 
it  will  be  sent;  and  this  movement  will  continue  as  long  as  the 
difference  in  price  continues.  Now,  if  the  rate  of  discount  in 
London  is  3  per  cent.,  and  that  in  Paris  is  6  per  cent.,  the  simple 
meaning  of  that  is  that  gold  may  be  bought  for  3  per  cent,  in 
London,  and  sold  at  6  per  cent,  in  Paris.  But  the  expense  of 
sending  it  from  one  to  the  other  does  not  exceed  \  per  cent., 

t2 
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consequently  it  leaves  2^  or  2^  per  cent,  profit  on  the  operation. 
The  natural  conseqnence  immediately  follows,  gold  flies  from 
London  to  Paris,  and  the  drain  will  not  cease  until  the  rates  of 
discount  are  brought  within  a  certain  degree  of  equality.  It 
used  to  be  the  common  delusion  of  mercantile  men  that  gold 
was  only  sent  to  pay  a  balance  arising  from  the  sale  of  goods, 
and  that,  therefore,  it  must  cease  of  itself  whenever  these  pay- 
ments were  made.  But  this  is  a  profound  delusion.  When  the 
rates  of  discount  differ  so  much  as  is  supposed  above  between 
London  and  Paris,  persons  in  London  fabricate  bills  upon  their 
correspondents  in  Paris  for  the  express  purpose  of  selling  them 
in  London  for  cash,  which  they  then  remit  to  Paris,  and  which 
they  can  sell  again  for  6  per  cent.  And  it  is  quite  evident  that 
this  drain  will  not  cease  so  long  as  the  difference  in  the  rates  of 
discount  is  maintained.  Moreover,  merchants  in  Paris  imme- 
diately send  over  their  bills  to  be  discounted  in  London,  and,  of 
course,  have  the  cash  remitted  them.  Now,  the  only  way  of 
arresting  such  a  drain  is  to  equalise  the  rates  of  discount  of  the 
two  places.  These  simple  facts  are  a  perfectly  conclusive  answer 
to  those  writers,  and  they  are  many,  who  complain  of  the  variations 
of  the  rate  of  discount  by  the  Bank  of  England,  and  suppose 
that  it  is  possible  to  maintain  a  uniform  rate.  Consequently,  at 
the  present  day  it  is  the  imperative  duty  of  the  Bank  of  England 
to  keep  a  steady  watch  upon  the  rates  of  discount  of  neighbouring 
countries,  and  to  follow  these  variations  so  as  to  prevent  its  being 
profitable  to  export  bullion  from  this  country. 


On  Foreign  Loans,  Securities,  and  Remittances,  as  affecting  the 

Ikcchanges, 

II.  Besides  the  state  of  national  indebtedness,  arising  out  of 
commercial  operations,  there  are  other  causes  which  seriously 
affect  the  Exchanges.  In  former  times,  England  being  more 
abundant  in  money  and  material  resources  than  men,  used  to 
subsidise  foreign  powers  to  a  great  extent:  and  the  method  of 
transmitting  such  a  loan  to  the  best  advantage  to  the  remitting 
country  is  an  operation  of  considerable  nicety  and  delicacy.  If 
the  sums  to  be  remitted  were  very  large,  the  expense  and  danger 
of  the  transit  of  the  coin  would  have  been  very  considerable  in 
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former  times;  but  since  the  introduction  of  railroads,  and  greater 
internal  security,  such  cousi derations  would  have  little  inflaence 
at  the  present  day.  Bnt  an  actual  and  sudden  withdrawal  of  a 
very  lai^e  amount  of  bullion  from  a  commercial  country  would 
cause  the  most  disastrooa  coasequeuc^B  when  so  many  engage- 
ments had  to  be  met  at  a  fixed  time.  When  such  nei«Bsitie8, 
therefore,  did  arise  during  the  Inst  war,  the  operation  waa 
effected  by  means  of  Bills  of  Exchange  ;  and  the  object  to  be 
obtained  waa,  to  prevent  a  sodden  vacunm  being  caused  in  the 
currency  of  one  country;  but,  by  operating  on  all  the  different 
centres  of  pttyment  of  Europe,  to  cause  a  gradual  and  equable 
flow  from  all  of  them  to  the  place  of  payment.  We  may  give, 
as  an  insttmce,  the  following,  as  narrated  by  Sir.  Boyd,  who  had 
the  management  of  the  operation.  In  the  year  1704  the  Kngliah 
Government  agreed  to  make  a  considerable  loan  to  the  Emperor 
of  Germany,  and  the  money  was  required  to  bo  sent  from  London 
to  Vienna,  causing  as  little  disturbance  as  pi^sible  in  the  English 
money  market : — 

"  The  remittance  of  so  large  a  sum  as  iM,00O,000, 1  considered 
as  a  matter  of  infinite  difficolty  and  delicacy,  so  as  to  prevent  its 
producing  any  remarkable  effects  npon  the  course  of  Exchange. 
It  was  necessary  to  vary  the  modes  of  remitting,  and  to  make 
use  of  the  various  means  for  that  purpose  presented  by  all  the 
different  exchanges  of  Europe.  It  was  not  necessary  to  remit 
bills  upon  Hamburg  only,  because  it  ft-equently  happened  tliat  it 
answered  better  to  remit  to  Hamburg  upon  other  places,  such  as 
Madrid,  Cadiz,  Leghorn,  Lisbon,  Geuoa,  &c.,  than  to  remit 
direct  upon  Hamburg ;  and,  having  constantly  orders  from 
Vienna  with  regard  to  the  rates  of  the  different  remittaneea  to 
be  made,  our  attention  was  directed  to  the  accomplishment  of 
these  orders,  on  the  best  possible  terms.  In  fine,  it  was  neces- 
sary to  take  bullion,  bills  direct  npon  Hamburg,  and  bills  npon 
other  places,  all  into  onr  means  of  remittance,  and  to  make  the 
most  of  these  modes  of  remittance  without  giving  the  decided 
preference  to  that  mode  which  waa  the  most  favonrable,  because 
any  one  mode  invariably  adhered  to  would  soon  have  exhausted 
and  destroyed  that  mode  :  whereas  by  turuing  occasionally  to  all 
the  modes,  and  not  sticking  too  long  to  any  one  particular  mode, 
we  had  the  good  fortune  to  make  upon  the  whole  very  favourable 
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We  may  mention  another  instance  of  a  similar  operation  quoted 
by  McCulloch : — 

"In  1804,  Spain  was  bound  to  pay  to  France  a  large  subsidy, 
and,  in  order  to  do  this,  three  distinct  methods  presented  them- 
selves. First,  to  send  dollars  to  Paris  by  land;  second,  to  remit 
Bills  of  Exchange  directly  to  Paris;  thirdly,  to  authorise  Paris  to 
draw  directly  on  Spain.  The  first  of  these  methods  was  tried, 
but  was  found  too  slow  and  expensiye;  and  the  second  and  third 
plans  were  considered  likely  to  turn  the  exchange  against  Spain. 
The  following  method,  by  the  indirect,  or  circular,  exchange  was 
therefore  adopted: — ^A  merchant,  or  hanquier,  at  Paris,  was 
appointed  to  manage  the  operation,  which  he  thus  conducted. 
He  chose  London,  Amsterdam,  Hamburg,  Cadiz,  Madrid,  and 
Paris,  as  the  principal  hinges  on  which  the  operation  was  to 
turn;  and  he  engaged  correspondents  in  each  of  these  cities  to 
support  the  circulation.  Madrid  and  Cadiz  were  the  places  in 
Spain  from  whence  remittances  were  to  be  made,  and  dollars 
were,  of  course,  to  be  sent  where  they  bore  the  highest  price, 
for  which  bills  were  to  be  procured  on  Paris,  or  any  other  place 
that  might  be  deemed  more  advantageous.  The  principle  being 
thus  established,  it  only  remained  to  regulate  the  extent  of  the 
operation,  so  as  not  to  issue  too  much  paper  on  Spain,  and  to 
give  the  circulation  as  much  support  as  possible  from  real  business. 
With  this  view,  London  was  chosen  as  a  place  to  which  the 
operation  might  be  chiefly  directed,  as  the  price  of  dollars  was 
then  high  in  England,  a  circumstance  which  rendered  the  pro- 
portional exchange  advantageous  to  Spain. 

"  The  business  commenced  at  Paris,  where  the  negotiations  of 
drafts  issued  on  Hamburg  and  Amsterdam,  served  to  answer  the 
immediate  demands  of  the  State;  and  orders  were  transmitted  to 
these  places,  to  draw  for  the  reimbursements  on  London,  Madrid, 
or  Cadiz,  according  as  the  course  of  exchange  was  most  favour- 
able. The  proceedings  were  all  conducted  with  judgment,  and 
attended  with  complete  success." 

12.  The  most  gigantic  operation,  however,  of  this  nature 
which  ever  took  place,  was  the  payment  of  the  indemnity  which 
France  was  obliged  to  pay  to  Germany,  in  consequence  of  the 
unfortunate  result  to  her  of  the  recent  war.  A  most  minute 
account  of  this  operation  has  been  lately  presented  to  the  National 
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Assembly,  drawn  up  by  M.  Leon  Say,^  from  which  we  take  the 
following  details,  sufficient,  we  hope,  to  make  a  general  outline  of 
the  operation  intelligible. 

By  the  definitive  treaty  of  peace  between  Germany  and  France, 
signed  at  Frankfort,  10th  May,  1871,  France  became  bound  to 
pay  to  Germany  the  sum  of  5  milliards  of  francs,  equal  very 
nearly  to  200  millions  sterling,  at  the  following  dates — 500 
millions  thirty  days  after  the  restoration  of  order  in  Paris;  1,000 
millions  in  the  course  of  1871;  500  millions  on  the  1st  May,  1872; 
and  3,000  millions  on  the  2nd  March,  1874,  together  with  5  per 
cent,  interest  on  the  last  3  milliards. 

Payment  might  be  made  in  gold  or  silver,  notes  of  the  Banks 
of  England,  Prussia,  Holland,  Belgium,  or  first  class  Bills  of 
Exchange. 

The  thaler  was  valued  at  3*75  francs,  and  the  German  florin  at 
2*15  francs. 

All  bills  not  domiciled  (*.  e.,  made  payable)  in  Germany,  were 
to  be  valued  at  their  net  proceeds,  after  deducting  all  costs  of 
collection. 

It  was  subsequently  agreed  that  the  portion  of  the  Eastern 
Railway  of  France,  situated  in  Alsace,  should  be  accepted  in 
compensation,  or  set  off,  to  the  debt  to  the  amount  of  325  millions; 
also  that  125  milhons  should  be  received  in  notes  of  the  Bank  of 
France;  and  that  the  sum  of  98,400  francs,  which  remained  due 
to  the  city  of  Paris  after  the  payment  of  the  indemnity  should  be 
received  as  a  set  off  against  the  debt  of  France. 

Besides  the  indemnity  payable  by  France,  the  city  of  Paris  had 
to  pay  an  indemnity  of  200  millions  of  francs;  50  millions  in  specie; 
50  millions  in  notes  of  the  Bank  of  France;  37^  miUions  in  two 
month  bills  on  Berhn,  at  the  exchange  of  3*75  fr'ancs  for  the 
thaler;  and  63  millions  in  bills  upon  London,  at  six  and  fifteen 
days'  sight,  at  the  exchange  of  25*20  francs  for  the  pound 
sterling. 

The  bills  upon  London  were  bought  at  the  exchange  of  25*3488; 
and  those  on  Berlin  at  an  exchange  of  373*25 ;  Paris,  there- 
fore, lost  14*88  cents  on  each  pound  sterling,  and  gained  1*75 
cent  on  each  thaler.  The  total  cost  of  the  indemnity  was 
1,965,240*30  francs,  and,  after  it  was  all  settled,  there  remained 

*  Inserted  in  the  Journal  des  Eoonomi$te$,  November,  1874. 
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a  balance  of  98,400  francs  in  fayonr  of  Paris^  which,  as  above 
said,  was  taken  as  a  set  off  in  favour  of  France. 

The  total  operation  was  divided  into  two  parts;  the  payment  of 
the  first  two  milliards,  and  that  of  the  last  three. 

The  first  thing  to  be  done  was  to  put  the  Government  in 
fdnds  to  effect  the  payment.  To  do  this  they  negotiated  a  loan 
with  the  Bank  of  France  of  1,530  millions,  and  created  two 
public  debts  of  2,225,994,045,  and  of  3,498,744,639  francs. 

The  first  loan  was  authorised  by  a  law  of  2l8t  June,  1871; 
it  was  opened  to  public  subscription  on  the  27th,  and  made  payable 
in  17  monthly  instalments. 

The  second  loan  was  authorised  by  a  law  of  15th  July,  1872  ; 
the  subscription  was  opened  on  ihe  28th,  and  made  payable  in 
21  monthly  instahnents. 

On  the  31st  July,  1874,  the  first  loan  was  fully  paid  up,  and  of 
the  second  only  7,136,000  francs  remained  due. 

The  Oovemment  being  thus  in  funds  commenced  its  exchange 
operations,  and  the  debt  was  finally  liquidated  in  the  following 
way — 

By  Compensations 325,098,400  francs 

By  Bank  Notes  and  German  Money      742,334,079  francs 
By  Bills  of  Exchange 4,248,326,374*26  francs 

To  effect  this  stupendous  operation  all  the  great  bankers  in 
Europe  were  invited  to  assist,  and  in  June,  1871,  a  London  agency 
was  opened,  to  assist  and  to  receive  subscriptions  and  bills. 
Other  agencies  were  opened  at  Brussels,  Amsterdam,  Berlin, 
Frankfort  and  Hamburg.  The  Treasury  gave  its  correspondents 
J  to  i  per  cent,  commission   on  its  first  loan,  and  on  the  second 

1  per  cent,  at  first,  which  was  reduced  to  ^  and  ^.  In  the  first 
loan  the  pound  sterling  was  received  at  25*30;  the  thaler  at  3*75; 
the  Francfort  florin  at  7  florins  for  4  thalers;  the  marc  banco  at 

2  marcs  for  one  thaler;  and  Belgian  paper  at  par.  In  the  second 
loan  the  pound  sterling  was  received  at  25*43;  the  thaler  at 
3*76;  the  Francfort  florin  at  2*14J;  the  marc  banco  at  1'87J  for 
1  thaler;  and  Belgian  paper  at  par. 

The  exchange  operations  in  London  began  in  June,  1871,  and 
lasted  till  September,  1873.    The  exchange  was  at  25*21^  in 
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June,  but  in  conseqaence  of  acting  somewhat  too  precipitately, 
it  rose  to  26-183  '^^  October.  In  1872  the  lowest  was  25'26i  in 
April,  and  the  highest  25'G8i  in  November.  In  1873  the 
lowest  was  25-33  in  March,  aud  the  higliest  25-57^  in  Jane.  The 
mean  average  of  the  whole  was  2b'iMS. 

In  the  course  of  the  operation,  the  Treasury  purchased  120,000 
foreign  bills,  amounting  in  the  whole  to  rather  more  than  i^ 
milliards.  It  opened  snbBcriptiona  in  foreign  conntries,  and 
received  foreign  bills  in  payment  of  the  loan  opened  in  Parie. 
The  subscriptions  to  the  first  loan  comprised  213  millions  of 
francs,  and  the  sabscrii^tious  to  the  second  889  millions,  in  foreign 
bills. 

bf.  Leon  Say  then  gives  some  details  respecting  the  three  classes 
of  payments  above  named  as  compensations;  bank  notes  and 
Oennan  money;  and  Bills  of  Exchange. 

The  details  respecting  the  compensation  need  not  detain  nsi 
but  with  regard  to  the  second  it  comprised  the  following  items — 

Notes  of  the  Bank  of  France 125,000,000 

German  Bank  Notes  and  Money    105,039,145-18 

French  Gold  Money 273,003,058-10 

French  Silver  Money  239,291,875-75 

The  German  bank  notes  and  money  were  collected  &om 
the  sums  which  the  German  armies  had  brought  with  them  in  the 
invasion. 

The  third  class,  viz..  Bills  of  Eichange,  included  German 
bills  taken  at  their  fuU  value,  2,799,514,183'72  franca,  and  other 
foreign  bills  taken  at  their  net  proceeds,  ol'ter  deducting  all 
charges,  1,44  8,8 12,1 90-5 1. 

M.  Leon  Say  then  gives  some  details  of  the  commercial 
operations  undertaken  to  support  these  gigantic  payments,  but 
he  at  once  acknowledges  that  it  is  Impossible  to  explain  their 
complete  theory,  for  the  very  same  reason  which  we  have  already 
g^ven  in  the  preceding  chapter,  §  8.     He  says — 

"  It  is  not  possible  to  eiplatn  the  operations  of  a  portfoho 
which  contains  120,000  bills  of  a  value  exceeding  4  milliards. 

"  There  were  all  sorts  of  bills,  from  less  than  a  thousand 
fVancs  to  more  than  five  miilionsi  some  mentioned  the  purchase 
of  merchandise;  others  appeared  only  to  bo  fabricated  for  the 
pnrpoee,  and  destined  themselves  to  be  covered  at  maturity 
by  bills  which  were  to  be  created  to  pay  real  transactions. 
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**Baiik  Credits,  the  paper  circulating  between  head  offices 
and  branches,  circular  exchanges,  payments  for  invoices,  the 
remission  of  funds  for  the  ultimate  purchase  of  merchandise,  the 
settlement  of  debts  abroad  to  France  under  the  form  of  coupons, 
shares,  and  commercial  obligations,  were  all  in  these  effects, 
making  up  the  most  gigantic  portfolio  which  was  ever  brought 
together. 

**  After  all  this,  to  give  a  detailed  classification  is  an  absolutely 
impossible  task.  One  can  do  no  more  than  determine  the  classes 
of  the  operation,  and  make  some  general  remarks  on  these  classes, 
and  on  the  importance  and  meaning  of  the  business  effected  on 
each  of  them. 

"  Fifty  years  ago  there  were  no  other  international  operations 
than  merchandise  and  money;  merchandise,  gold  and  silver,  were 
the  only  subjects  of  export  and  import;  the  balance  of  commerce 
was  settled  in  gold  and  silver.  Every  thing  which  was  bought 
fipom  the  foreigner  was  paid  for  in  gold  or  silver,  if  not  in 
merchandise. 

^^  One  might  find  then  in  the  statistics  of  the  Custom  House, 
data  more  or  less  exact,  but  at  least  real  data  of  the  course  of 
business  between  two  countries;  but  things  have  greatly  changed 
within  fifty  years. 

"There  has  appeared,  especially  within  the  last  twenty-five 
years,  in  international  commerce,  what  may  be  called  a  new 
article  of  export,  an  article  which  in  every  country  has  acquired 
a  greater  importance  than  any  other,  and  which  has  had  the 
result  of  completely  distorting  the  meaning  of  Custom  House 
returns.  This  new  article  is  Securities;  it  is  transmitting  across 
the  frontiers  of  different  States  the  property  of  Capital  by 
representation,  which  is  easy  to  transport,  viz.,  these  Capitals  of 
the  form  of  bills  of  exchange,  public  funds,  shares  and  obligations 
of  railways  and  other  companies. 

"  To  understand  the  real  course  of  international  business,  it  is 
necessary  to  know  not  only  the  imports  and  exports  of  merchandise, 
the  imports  and  exports  ef  specie,  but  also  the  imports  and  eac^orts 
of  Securities;  and  this  last  class,  which  is  the  most  important, 
and  which  is  the  key  to  the  two  others,  escapes  all  kinds  of 
returns." 

Now  this  is  exactly  the  doctrine  we  have  been  enforcing  for  so 
many  years,  and  shews  the  profound  absurdity  of  those  Economists 
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who  exclude  the  Incorporeal  Property  from  the  Title  of  Wealth, 
and  of  those  who  write  books  on  Economies^  and  who  are  either 
ignorant  of,  or  who  ignore,  its  existence,  for  as  we  have  said,  in 
such  a  country  as  this  it  is  the  largest  class  of  property  of 
any.  M.  Leon  Say  then  gives  some  notices  of  the  imports  and 
exports  of  merchandise,  specie,  and  securities,  which  we  need  not 
enter  on. 

We  will  give,  however,  the  final  result  of  the  operations, 
shewing  the  pieces  in  which  the  debt  was  liquidated — 

Payment  of  2  Payment  of  8 
MiUUrds.  Milliarda. 

Notes  of  Bank  of  France 126,000,000  • .               — 

French  Gold     109,001,602.86  ..  164,000,666-26 

French  Silver 63,016,696-  . .  176,276,180-76 

German  Money  and  Bank  Notes  . .     62,664,116*93  . .       42,486,029-26 

Thalers 312,660,60901  . .  2,172,663,212-03 

Francfort  Florins    26,816,762-37  . .  209,311,400-42 

Marcs  Banco    116,676,692-13  ..  148,641,398-27 

Reichs  Marcs    —  ..       79,072,309-89 

Dutch  Florins 250,640,821-46  ..               — 

Belgian  Francs    147,004,646-40  ..  148,700,000 

Pounds  Sterling 624,699,832-28  ..       12,660,000 

1,836,860,367-43     . .  3,163,800,086-86 

Now  we  observe  that  the  whole  of  the  above  sum  that  waa  paid 
in  French  specie  was  273  millions  in  gold,  and  239  millions  in 
silver,  being  somewhat  over  20  millions  sterling,  whereas  4|- 
milliards,  or  160  millions  sterling,  were  paid  by  Bills  of  Exchange. 
This  fact  is  especially  worthy  of  notice,  because  some  financial 
writers  maintained  that  if  England  had  met  with  a  similar 
misfortune,  she  could  not  have  paid  such  a  ransom,  on  account  of 
the  small  quantity  of  specie  in  the  country.  These  figures, 
however,  shew  that  this  is  a  complete  delusion,  as  England  oould 
pay  by  bills,  if  ever  she  were  driven  to  such  a  dire  extremity,  to  a 
far  larger  amount  than  France;  and  we  see  that  in  France 
herself,  where  specie  it  alleged  to  abound,  the  part  that  was  paid 
in  specie  was  less  than  an  eighth  part  of  the  payment  by 
bills. 

M.  Leon  Say  notices,  as  one  of  the  results  of  the  war,  the 
liquidation  of  the  famous  Bank  of  Hamburg,  founded  in  1619 
in  imitation  of  those  of  Venice  and  Amsterdun,  for  the  purpose 
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of  seeming  a  tiniform  standard  of  mercantile  payments,  by  means 
of  credit  in  its  books,  which  was  called  the  marc  banco. 

After  the  establishment  of  the  German  Empire,  it  was  resolved 
to  adopt  a  gold  cnrrency;  and  the  marc  banco  of  Hamburg  (which 
was  absorbed  in  the  Empire)  violated  the  new  imperial  system 
in  two  ways;  first  it  was  a  local  money,  and  all  local  monies 
were  to  disappear  before  the  imperial  currency;  and  it  was  silver, 
whereas  the  imperial  standard  was  gold. 

The  marc  banco,  which  was  worth  a  half  thaler  or  1*87^  franc, 
was  abolished  by  law,  and  the  reichs  thaler  imperial,  of  1*25  franc, 
was  substituted.  The  bank  was  ordered  to  liquidate  all  its 
accounts  in  fine  silver  by  the  15th  February,  1873;  and  after 
that,  any  one  who  had  claims  against  the  bank  was  credited  with 
a  half  thaler  for  the  marc 

The  preceding  are  examples  of  loans  raised  in  this  country 
with  the  consent  of  the  Oovemment,  and,  consequently,  every 
care  was  taken  to  have  them  transmitted  in  such  a  way  as  to 
■^  produce  as  little  disturbance  of  the  exchanges  as  possible.  But 
it  has  become  very  common  for  foreign  Grovemments  to  raise 
loans  in  England,  without  any  sanction  of  the  Oovemment  at  all. 
During  the  late  unhappy  war  ^in  America,  both  the  belligerent 
Governments  sent  over  enormous  quantities  of  their  securities  or 
stock,  to  be  disposed  of  for  specie  in  the  European  markets  for 
what  they  would  fetch,  and  the  proceeds  were  remitted  either 
in  cash  or  bills.  So,  also,  vast  numbers  of  foreign  companies  of 
all  sorts  seek  to  raise  capital  in  England. 

There  is,  lastly,  to  be  considered,  the  sums  required  by  resi- 
dents abroad  for  their  expenditure.  The  drafts  of  the  great 
English  and  Russian  families,  on  their  bankers,  at  home,  affect 
the  exchanges  exactly  in  the  same  manner  as  any  other  drafts. 

On  Monetary  and  Political  Convulsions  as  influencing  the 

Exchanges, 

18.  As  an  inunediate  consequence  of  the  preceding  principles, 
it  follows  that  a  political  or  monetary  convulsion  in  any  country 
will  immediately  turn  the  foreign  exchanges  in  favour  of  that 
country,  if  such  an  event  is  not  prevented  by  the  issue  of  an 
inconvertible  paper  currency.  The  reason  is  plain,  any  poUtical 
or  monetary  convulsion  is  attended  by  a  great  destruction  of 
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eredil.  Now,  that  credit,  while  it  existed,  performed  the  f^nctiona 
of  monej,  but  as  Boon  aa  it  la  destroyed,  there  is  an  intense 
demand  for  money  to  fill  the  void.  Money  rises  enormonsly 
ia  value.  Multitudes  of  persons  are  obliged  to  sell  their  goods 
at  a  sacrifice.  The  consequence  ia  that  money,  having  risen 
greatly  in  valne,  both  with  respect  to  gooda  and  debts,  an 
immense  quantity  will  flow  in  from  neighbouring  countries. 
Thus,  in  1801-2  there  was  a  great  commercial  crisis  at  Hamburg. 
The  rate  of  discount  rose  to  15  per  cent.  That  immediately 
drained  tbe  bnlliou  from  the  Bank  of  England.  In  1825  there 
was  a  great  commercial  crisis  in  England.  For  a  considerable 
period  the  bank,  by  making  extravagant  isanes  at  a  low  rate  of 
discount,  had  turned  the  foreign  exchanges  agmnst  the  country. 
But.  no  sooner  did  the  crisis  occur  in  December,  than  the  foreign 
exchanges  immediately  turned  in  favour  of  it.  Exactly  the  same 
thing  happened  in  1847.  No  sooner  had  the  crisis  in  that  year 
feirly  set  in  than  the  exchaugea  turned  in  fuvoiu-  of  the  country. 
In  the  French  revolution  in  1793,  and  subsequent  years,  immense 
quantities  of  inconvertible  paper  were  issued,  which  kept  all  the 
French  exchanges  in  a  very  depressed  state.  In  1790  this  paper 
cnrreney  was  annihilated,  and  the  exehangea  immediately  turned 
in  favor  of  France,  llie  same  thing  was  obsen'ed  in  1848. 
Things  were  to  be  had  bo  cheap  then  that  multitudes  of  persons 
went  over  to  buy. 


On  lh«  Means  of  Correcting  an  adverse  Exdmnge. 

14.  The  preceding  paragraphs  shew  upon  what  complicated 
causes  these  great  movements  of  bullion  depend,  which  produce 
anch  important  consequencea.  There  are  three  great  Economic 
Quantities — Peoductb — Bullion — and  Dkbts — all  seeking  to 
be  exchanged,  all  flowing  from  where  they  are  cheaper  to  where 
they  ore  dearer. 

I  But  all  thia  vaat  superstructure  of  credit — this  mighty  mass 
of  exchangeable  property — is  based  upon  Gold  Bullion.  Dif- 
ferent methods  of  doing  business  require  different  quantities  of 
bullion;  but,  however  perfect  and  refined  the  system  may  be,  we 
must  come  at  last  to  a  basis  of  bolhon,  as  its  moderator  and 
regulator.    If,  therefore,  the  bullion  be  suffered  to  ebb  away  too 
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rapidly^  the  whole  snperstractare  is  endangered^  and  then  ensues 
one  of  those  dreadful  calamities — a  monetary  crisis. 

We  have  endeavoured  to  explain  the  different  causes  which 
produce  an  adverse  exchange,  so  that  if  one  takes  place  the 
proper  corrective  may  be  applied.  If  it  be  caused  by  a  depre- 
dated currency,  there  is  no  cure  but  a  restoration  of  the  currency 
to  its  proper  state. 

When,  however,  it  arises  from  a  balance  of  indebtedness 
from  commercial  transactions,  there  are  but  two  methods  of 
correcting  it — an  export  of  produce,  and  a  rise  in  the  rate  of 

DISCOUNT. 

It  used  to  be  a  favourite  doctrine  that  an  adverse  exchange  was 
in  itself  an  inducement  to  export,  on  account  of  the  premium 
at  which  bills  could  be  sold.  What  truth  there  was  in  this 
doctrine  can  only  be  known  to  those  actually  engaged  in  such 
operations.  But  a  very  much  more  certain  means  of  producing 
an  export  of  goods  is  a  Imvering  of  their  price. 

This  was  one  of  the  fundamental  objects  of  the  framers  of  the 
Bank  Act  of  1844.  They  truly  observed  that  the  prices  of 
goods  had  often  been  unduly  inflated  by  the  excessive  creation 
of  credit,  while  gold  was  rapidly  flowing  out  of  the  country. 
Thus,  when  prices  were  kept  too  high  here,  nothing  but  gold 
would  go.  One  object  of  that  Act  was,  therefore,  by  causing  a 
gradual  and  compulsory  contraction  of  credit  as  bullion  ebbed 
away,  to  lower  the  prices  of  goods  and  encourage  an  export  of 
them. 

The  reasoning  of  the  framers  of  the  Act  was  undoubtedly 
correct  in  that  respect.  But  the  only  thing  is,  whether  the  same 
object  might  not  be  attained  another  way.  This  is  not  the 
place  to  discuss  fully  the  policy  of  that  Act,  because  there  are 
several  other  conflicting  theories  involved  in  it,  which  we  cannot 
ftdly  discuss  until  we  come  to  the  consideration  of  a  commercial 
crisis. 

It  is  suflicient  to  say  here,  that  all  the  objects  of  that  Act  are 
obtained  by  paying  proper  attention  to  raise  the  rate  of  discount 
rapidly  as  bullion  flows  out.  If  the  Directors  of  the  Bank  had 
understood  and  acted  upon  that  principle,  there  never  would 
have  been  any  necessity  for  the  Act.  It  is  true  we  cannot 
blame  them  too  much,  as  before  1833  they  were  prohibited  by 
law  from  raising  it  above  5  per  cent.,  a  rate  wholly  inadequate 
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L  great 


to  check  a  great  ontflowj  and  for  inaiij  years  there  wan  a 
prejudice  against  doing  so. 

We  have  ot«erved  tliat  a  difference  in  the  rate  of  discount 
between  any  two  countries  more  than  anfficient  to  pay  for  the 
tranamission  of  bullion,  cauaes  a  flow  of  bnUion  from  one  to  the 
other.  But  it  must  be  remembered  that,  as  all  the  cost  of  the 
transmisaion  both  waya  falls  upon  the  operator,  the  difference 
will  be  more  considerable  than  might  appear  at  first  sight.  And, 
if  they  be  three  montha'  bills,  of  couTBe  the  profit  reaped  will  bo 
only  one-fomth  of  the  apparent  difference.  Thus,  Mr.  Goschen 
says,  there  must  be  a  difference  of  2  per  cent,  between  Loudon 
and  Paris  before  the  operation  of  sending  gold  over  from  France 
for  the  sake  only  of  the  higher  interest  will  pay.  And  between 
other  continental  cities,  of  course,  the  difference  may  be  mach 
greater. 

Bat  whatever  the  difference  may  be,  the  maHwd  is  absolutely 
certain.  Directly  the  rate  of  discount  rises  here,  people  cease 
to  export  bullion  frum  here,  and  the  continental  bonkers  and 
brokers  increase  their  demand  for  English  bills.  And  as  the 
rate  rises  the  demand  will  increase,  until  at  last  the  price  reaches 
the  specie  point,  and  gold  begins  to  flow  in;  and  as  the  rate  rises 
more,  more  powerful  nill  be  the  attraction,  until  at  last  the 
y  equilibrium  is  restored  between  bulL'on  and  credit. 


15.    We  must,  however,  notice  one  very  remarkable  ( 
on  which  this  law  did  not  seem  to.  act.  and  that  is  during   the 
great  monetary  crisis  and  panic  of  18CG. 

Upon  csaminiiig  tlie  table  given  afterwards,  shewing  the 
variationa  in  the  rates  of  discount  by  the  Banks  of  England  and 
France,  from  IS.")?  to  18G6,  it  will  be  seen  that  very  often  they 
were  exactly  the  same,  sometimes  a  difference  of  ^  per  c*nt.;  and 
very  seldom,  indeed,  more  than  one  per  cent,  difference  l)ctwecn 
them.  Since  the  beginning  of  that  year,  however,  the  difference 
was  constantly  2  per  cent.,  and  it  gradually  increased  to  3.  4,  and 
even  G  per  cent.  All  the  while  that  the  storm  was  visibly 
gatliering  and  then  raging  in  England,  the  Bank  of  France  was 
in  a  state  of  the  greatest  serenity.  On  March  21st,  when 
discount  in  England  for  a  very  short  period  w.is  lowered  to  C  per 
cent.,  in  France  it  was  3^,  and  while  it  gradually  rose  here  to 
7, 8,  9,  and  10,  it  only  advanced  to  4  per  cent,  in  France,  and 
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remained  steadily  at  that  rate  for  a  month.  More  than  thaty 
while  these  high  rates  in  England  were  unable  to  prevent 
a  severe  foreign  drain^  the  Bank  of  France  was  rapidly  gaining 
large  quantities  of  bullion,  while  discount  was  only  4  per  cent. 
In  June,  while  discount  was  10  per  cent  here  the  bullion  in 
the  vaults  of  the  Bank  was  only  £11,878,775,  the  bullion  in  the 
Bank  of  France  exceeded  £22,000,000. 

This  most  remarkable  and,  indeed,  unprecedented  state  of 
matters  actually  led  many  persons  to  question  the  truth  of 
the  law,  that  a  high  rate  of  discount  attracts  bullion  from  foreign 
countries,  and  keeps  it  in  the  country,  and  to  maintain  that  the 
rates  ought  to  be  quite  independent  of  each  other.  To  suppose, 
however,  that  a  law  is  &lse  which  is  founded  on  the  widest  and 
long-continued  experience  in  every  country,  shews  a  hasty  style 
of  argument.  When  the  moon  ceases  to  sway  the  tides,  then — 
but  not  till  then — ^wiU  the  rate  of  discount  cease  to  attract  the 
flood  of  bullion.  To  argue  from  the  single  case  of  this  crisis 
that  the  law  is  false,  is  just  as  absurd  as  if  a  man,  seeing  a  bar  of 
iron  falling  down  to  the  earth,  and  a  balloon  rising  up  from 
the  earth,  were  to  maintain  that  the  law  of  gravitation  is 
fidse.  Or  if  he  were  to  say  that  there  is  no  such  thing  as 
gravity,  because  a  drop  of  water,  or  a  fly,  can  adhere  to  the 
ceiling.  The  law  itself  is  perfectly  true,  and  acts  universally, 
but  there  may  be  other  circumstances  which,  on  particular 
occasions,  may  counteract  its  effects.  The  action  of  the 
moon  on  the  tides  is  constantly  counteracted  or  aggravated  by 
furious  gales  of  wind.  In  the  chapter  on  Exchanges  we 
pointed  out  that  there  are  several  causes  which  influence 
the  flow  of  bullion,  which,  at  any  time,  may  act  in  the 
same  or  opposite  directions.  Of  these  the  rate  of  discount  is 
only  one,  and  at  particular  times  it  may  be  overpowered  by 
some  other  consideration.  Now,  with  respect  to  the  rate  of 
discount  here,  the  Money  Market  was  liable  to  more  severe 
disturbance  than  in  France,  on  account  of  the  multitude  of  new 
companies,  especially  the  new  Finance  Companies,  and  also  the 
connection  of  so  many  of  our  Banking  Companies  with  the  East. 
The  quantity  of  "finance"  paper  afloat  created  the  greatest 
uneasiness  here  for  a  very  considerable  time,  and  this  was  well 
known  abroad.  It  was  fiilly  expected  that  there  would  be  great 
disasters  among  the  banks;  and,  as  if  these  failed,  it  was  expected 
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that  merchanta  would  fail  too,  the  rate  of  discount  faded  to 
attract  auppliea,  because  it  was  feared  that  the  whole  principal 
would  be  lost.  In  consequeiice  of  this,  great  qoantiticB  of  long- 
dated bills  on  England  were  hurried  over  hero  and  turned  into 
cash,  which  was  exported  at  any  sacrifice.  It  was  just  the  same 
in  1839.  It  was  generally  expectt-d  then  that  the  Bank  of 
England  wafl  going  to  stop  payment.  The  conaeqnencc  was,  aa 
we  have  stated  elflewhcre,'  that  long-dated  billa  held  abroad  were 
hurried  over  here  for  immediate  realisation;  and  the  proceeds 
withdrawn  as  sjieedily  as  possible.  This,  of  caurse,  would 
equally  prevent  specie  being  imported  here,  notwithstanding  the 
high  rate  of  discount.  It  is  perfectly  well  known  that  this  cause 
operated  to  a  great  extent  during  the  crisis  of  18C6.  However, 
when  all  danger  of  this  had  passed  away,  the  rate  of  discount 
prodnced  it«  natural  etTect,  and  gold  rapidly  Bowed  iu,  thus 
indicating  the  entire  trath  of  the  law. 

With  respect  to  the  Bank  of  France  the  explanation  is  also 
easy.  There  was  no  commercial  crisis  there,  but,  unhappily, 
strong  expectations  of  war.  Consequently,  mercantile  enterprise 
waa  eurbcd,  and  sjrecie  naturally  flowed  into  the  vaults  of  the 
Bank  of  France,  Also,  in  anticipation  of  war,  the  Government 
of  Italy  suspended  cash  paymcute  and  adopted  pa|)er  money. 
This,  of  course,  produced  its  natural  effect  in  driving  specie 
ont  of  the  country,  and  it  also  naturally  fitst  went  to  the  Bank  of 
France, 

These  circunistances  ore  quite  sufficient  to  explain  the  remarkable 
phenomena  alluded  to. 

But  it  is  ranch  to  be  regretted  that  no  Parliamentary  inquiry 
was  made  into  the  circumstances  of  the  panic,  as  no  doubt  much 
valuable  information  would  have  been  elicited  about  a  phenomenon 
eo  nnUBUal. 

The  state  of  indebtedness,  however,  may  be  so  great  as  to 
deepen  an  adverse  exchange  into  a  monetary  crisis,  but  what 
may  become  advisable  to  be  done  in  such  an  emergency,  we 
must  deter  discnssing  until  a  future  chapter,  when  the  policy 
of  the  Bank  Act  of  1844  is  examined. 

'  Thtorg  and  Fractiee  ij/  BanUiig,  cA.  9,  i  16. 


CHAPTER  XVI. 


ON  SOME  THEORIES  OF  CURRENCY. 

1.  It  now  becomes  our  essential  and  most  important  duty  to 
investigate  some  Theories  of  Currency,  which  have  acquired 
great  celebrity,  not  only  from  their  historical  interest,  as  having 
led  to  some  of  the  most  extraordinary  and  heartrending  public 
calamities  on  record,  but  because  they  are  still  extensively 
believed  in  at  the  present  day.  It  is  of  essential  importance,' 
not  only  to  lay  the  true  foundations  of  monetary  science,  but  also 
to  point  out  the  fundamental  fallacies  upon  which  some  specious, 
but  fatally  delusive,  theories  rest,  which  have  brought  the  most 
disastrous  consequences  upon  those  nations  which  have  adopted 
them,  as  will  always  be  the  case  when  the  eternal  laws  of  nature 
are  systematically  and  perseveringly  violated. 

2.  The  first  of  these  theories  we  shall  designate  as  Lawism, 
not  because  John  Law  was  the  original  deviser  of  it,  but 
because  he  was  the  first  who  wrote  the  most  formal  treatise  on 
it,  and  he  had  the  opportunity  of  carrying  it  out  on  the  most 
extensive  scale.  His  name,  therefore,  must  always  be  most 
prominently  associated  with  it;  and  it  is  one  so  specious,  but  so 
dangerous,  and  so  widely  prevalent  at  the  present  time,  that  it 
requires  to  be  branded  with  a  distinctive  name,  and  to  be  com- 
bated with  all  the  power  of  argument  that  can  be  brought 
against  it. 

8.  The  question  shortly  stated  is  this.  All  persons,  except 
those  who  advocate  an  inconvertible  paper  currency,  agree  that 
a  paper  currency  must  represent  some  article  of  value,  and 
bnllion  has  been  generally  chosen  for  that  purpose.  Now,  the 
idea  has  occurred  to  a  great  many  persons — If  it  is  only  necessary 
that  a  paper  currency  should  represent  some  article  of  value,  why 
should  it  not  Represent  any  or  all  articles  of  value,  such  as  land, 
com,  silk,  or  any  other  commodities,  and,  among  others,  the 
public  funds?    And  this  has    actually  been    tried    in    several 
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instances,  yet  they  have  uniyeraally  failed,  and  in  many  cases 
have  been  attended  ■nith  the  most  dreadful  calamities.  Now,  as 
this  hafi  uniformly  happened,  and,  as  we  ehall  ahew  ftirther  on, 
it  ranet  happen,  it  neceeearily  follows  that  there  must  be  Bome 
radical  error  in  the  principle,  and  that  it  mnat  violate  some  great 
law  of  nature.  And  this  is  beyond  all  compariBon  the  moat 
momentous  problem  in  Economics — "WTiy  is  it  improper  to 
issue  a  paper  currency  on  any  other  basis  than  that  of  bullion  7 
All  the  most  eminent  British  statesmen  have  instinctively 
resisted  such  proposals,  atthongh  repeatedly  pressed  to  do  so. 
No  doubt  it  has  been  a  moat  fortunate  instinct  for  the  country  ; 
but  all  their  reasoning  on  tlie  subject,  if  only  pursued  to  their 
legitimate  consequences,  tend  to  that  rcsnlt.  The  Itank  Act  of 
1844  was  the  first  occaBiou  on  wliicli  a  small  bit  of  this  theory  was 
introduced,  which,  if  only  followed  out  to  its  legitimate  conclusion, 
would  produce  in  this  country  the  horrors  of  the  Mississippi 
scheme  in  France.  But  though  the  British  Parliament,  by  a 
blind,  unreasoning  instinct,  has  always,  with  the  exception  jast 
named,  resisted  such  fatal  ad\ice,  this  will  not  satisfy  the  demands 
of  science.  Science  imperatively  demands  a  reason  Khij  such  a 
plan  is  wrong;  she  will  not  be  satisfied  with  a  simple  dogmatic 
assertion  that  tt  is  nTong,  even  though  that  dogma  may  bo  right, 
but  she  must  know  the  reason  why ;  and,  until  a  tme,  scientilic 
reason  is  given  why  such  plans  are  fatal,  there  will  be  a  constant 
demand  for  them. 

4.  It  is,  moreover,  the  thing  which  has  brought  the  name  of 
Law  into  such  unhappy  notoriety.  Law  has,  in  many  respects, 
very  great  merit  os  a  writer.  In  many  respects  he  hod  clearer 
and  sounder  views  on  monetary  science;  he  had  infinitely  more 
practical  insight  and  scientific  knowledge  of  what  ho  was 
writing  abont,  than  the  most  eminent  of  modern  political 
economists.  In  his  various  writings  is  to  be  found  the  refutation 
of  all  the  absurd  follies  of  the  Government  and  of  the  Bank  of 
England  in  IHll.  But  all  this  was  marred  by  a  single  defect. 
He  wns  the  great  advocate  of  what  is  now  the  popalar  cry — 
basing  a  paper  currency  npon  any  article  of  value  beside 
bnlhon.  The  only  difference  between  hira  and  our  greatest 
statesmen  is  that  he  carried  out  their  ai^uments  to  their  legitimate 
conclosiun.     lie  had   the  opportunity  of   ourj-iug  this  theory 
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into  effecty  and  the  result  has  been  to  obscnre  all  his  other  merits, 
and  brand  him  for  ever  as  a  charlatan.  What,  then,  was  his 
error? 

5.  Upon  sifting  his  theory  to  discover  his  error,  we  shall 
obtain  one  of  the  most  beautiful  triumphs  of  pure  reasoning  to 
be  found  in  any  science.  We  shall  find  that  the  plausible 
scheme,  which  we  shall  designate  by  his  name,  is  founded  upon  a 
direct  contravention  of  the  fundamental  conception  of  the  nature 
of  a  Currency  which  we  have  established  in  this  work,  and  the 
proposition  which  directly  flowed  from  it,  viz.,  that  wliere  there 
is  no  Debt,  there  can  be  no  Cubrency.  We  shall  find  that  these 
awful  monetary  cataclysms  which  have  shaken  nations  to  their 
foundations,  producing  calamities  more  fell  than  famine,  tempest, 
or  the  sword,  have  been  brought  about  by  attempting  to  carry 
into  practice  a  philosophical  fallacy  which  involves  a  contradiction 
in  terms. 

6.  It  is  impossible  to  say  who  first  invented  the  theory  we 
are  going  to  notice  ;  in  fact,  it  must  have  sprung  up  indigenously 
among  almost  any  people  who  began  to  form  theories  of  Paper 
Currency.  Several  persons  about  the  same  time  seem  to  have 
hit  upon  it.  The  earliest  we  know  of  was  a  certain  Mr.  Asgill, 
a  Member  of  Parliament,  who  paid  much  attention  to  commer- 
cial questions.  The  most  notorious  precursors  of  Law  were  Dr. 
Hugh  Chamberlain,  who  brought  forward  a  rival  scheme  to  the 
Bank  of  England  in  1693,  and  Mr.  Briscoe,  one  of  the  chief 
promoters  of  the  Land  Act  in  1696.  Chamberlain's  ideas  will 
be  noticed  a  little  further  on.  He  strongly  accused  Law  of 
having  stolen  his  ideas  from  him,  which  Law  strenuously  repu- 
diates, and  points  out  the  distinction  between  them,  and  it  must 
be  allowed  that  Law's  ideas  were  not  so  extravagant  as  Chamber- 
lain's. Law  first  published  his  theory  in  a  tract,  called  "  Money 
and  Trade  Considered,"  at  Edinburgh,  in  1705.  He  was  the 
son  of  a  goldsmith,  and  of  dissipated  habits,  but  of  an  extremely 
acute  intellect;  and,  up  to  a  certain  length,  his  views  are 
sagacious  and  correct — much  more  so,  indeed,  than  those  of 
many  writers  of  the  present  day.  He  observed  the  extreme 
poverty  and  barbarousness  of  Scotland,  which  he  thought  might 
be  cured  by  bringing  an  additional  quantity  of  money  into  the 
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country;  and,  aa  Hiher  vas  scarce,  lie  attcntpt«d  to  devise  a  scheme 
for  providiog  a  Bubatitute  for  it. 

7.  He  begins  by  many  very  Bound  aod  acute  remarks  on  the 
value  of  coiumndities,  nod  the  causes  of  tiieir  change  of  value. 
He  describes  the  qualities  which  fitted  silrer  to  be  used  as 
money,  above  every  other  commodity.  He  attribatea  the  very 
inconsiderable  trade  of  Scotland  to  the  small  quantity  of  money 
she  possessed.  This  is  the  first  fundamental  fallacy,  because  the 
fact  wua,  it  was  just  the  reverse;  Scotland  had  little  money 
becaune  she  had  little  trade.  He,  however,  perceived  the  fallacy 
of  lowering  interest  by  law.  Ue  then  goes  on  to  consider  the 
various  means  which  have  been  employed  to  increase  the  quantity 
of  money.  He  says  that  some  countries  have  raised  money 
in  the  denomination;  some  have  debased  it;  some  have  prohibited 
its  export  under  the  sevcreat  penalties;  some  have  obliged 
traders  to  bring  home  bullion  in  proportion  'to  the  goods  they 
imported.  But  he  says  tliut  all  these  meaaures  have  been  fotile 
and  vain,  and  none  of  them  have  been  found  to  increase  or 
preaerve  money.  He  then  says  that  the  only  effectual  method 
hitherto  discovered  for  the  increase  of  money,  was  the  erection  of 
banks.  He  then  describes  various  hanks,  ^mc  made  it  a 
principle  to  issue  no  more  notes  than  they  had  of  actual  bullion. 
He  then  mentions  the  Bank  of  England,  and  the  superiority 
of  its  notes  over  those  of  the  goldsmiths.  He  then  describes 
the  Bank  of  Scotland,  and  saya  that  it  issued  notes  to  four 
or  five  times  the  value  of  the  money  in  the  Bank,  which  he 
very  justly  says  were  equivalent  to  ao  much  additional  money- 
He  then  points  out  the  absurdity  of  supposing  that  raising 
the  denomination  of  the  money  added  Co  its  value,  that  if  the 
shilling  was  raised  to  18d..  it  paid  debts  by  two-thirds  of  what 
was  due,  but  did  not  add  to  the  money;  "  for  it  is  not  the  sound 
of  the  denomination,  but  the  value  of  the  silver  is  considered," 
The  wonderful  philosophers  of  1811,  no  doubt,  looked  down 
with  prodigious  disdain  upon  Law,  but  they  might  have  studied 
him  with  advantage.  He  then  points  out,  witli  much  detail, 
the  fraud  and  inutihty  of  tampering  with  tlie  currency.  He 
describes  the  additional  effect  which  credit  may  give  to  money; 
hut  says  that  credit  which  promises  a  imyraent  of  money,  cannot 
veil  be  extended  beyond  a  certain  proportion  it  ought  to  have  witli 
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tiie  money.  Nothing  can  be  more  judicious  and  sound  than  his 
remarks  upon  credit — that  it  must  always  vary  in  proportion  to 
the  metallic  basis  it  is  built  upon;  and  up  to  this  pointy  his 
sagacity  and  penetration  are  in  adyance  of  the  doctrines  of  a 
century  later;  but  here  is  the  boundary,  after  which  he  plunges 
into  that  fatal  and  delusive  fallacy,  which  is  the  distinctive  feature 
of  what  we  denominate  Lawism. 

8.  Thinking  that  money  was  so  scarce  in  Scotland  that  any 
credit  that  could  be  built  upon  it  would  be  insignificant,  he 
says: — 

''It  remains  to  be  considered,  whether  any  other  goods 
than  silver  can  be  made  money  with  the  same  safety  and 
convenience. 

''  From  what  has  been  said  about  the  nature  of  money,  it  is 
evident  that  any  other  goods  which  have  the  qualities  necessary 
in  money,  may  be  made  money  equal  to  theie  value  wi^ 
safety  and  convenience.  There  was  nothing  of  humour  or  fancy 
in  making  silver  to  be  money;  it  was  made  because  it  was  thought 
best  qualified  for  that  use. 

"I  shall  endeavour  to  prove  that  another  money  may  be 
established,  with  all  the  quaUties  necessary  in  money  in  a  greater 
degree  than  silver." 

9.  He  then  proceeds  to  shew  at  great  length  that  silver  had 
some  peculiarities  that  disqualified  it  from  being  the  best 
substance  to  form  money  of;  that  it  varied  in  value;  that  it 
had  increased  much  faster  in  quantity  than  the  demand  for  it, 
and  had,  therefore,  fallen  much  in  value.  In  fact,  he  tries  to 
prove  that  silver  had  varied  in  value  more  than  any  other  kind 
of  goods,  within  the  last  two  hundred  years;  that  goods  would 
always  maintain  a  uniformity  of  value,  because  they  only  increased 
in  proportion  to  the  demand;  that  land  would  always  rise  in 
value,  because  the  quantity  would  always  remain  the  same,  but 
the  demand  would  continually  increase;  but  that  silver  would 
always  fall  in  value,  as  the  quantity  increased  faster  than  the 
demand. 

10.  Law  then  proceeds  to  deny  that  he  had  taken  his  ideas 
from  Chamberlain,  of  which  the  latter  had  accused  him;  and  it 
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must  in  candour  be  adniitteiJ,  that  his  idoas  were  many  degrees 
lees  mad  than  those  of  Chamberlaiu.  Law  asserte  that  ]ie  had 
formed  hia  schemes  many  years  before  he  had  seen  any  of 
Chambprlain's  papers — "  Lajid,  iudeed,  is  the  value  upon  whifh 
he  founds  his  projiosalB.  and  'tie  uiwn  land  that  I  found  mine; 
if  for  that  reason  I  have  encroached  upon  his  proposal,  the 
Bank  of  Seotlaad  may  be  said  to  have  done  the  same.  There 
were  banks  in  Europe  long  before  the  dotrtor's  ]>ropo8al,  and 
books  have  been  written  on  the  subjett  before  and  siuee.  The 
foundation  I  go  npon  has  been  known  so  long  as  money  has 
been  lent  on  land,  and  so  long  aa  an  heritable  bond  has  been 
equal  to  a  quantity  of  laud." 

11.  The  difference  between  Chamberlain's  theory  and  Law's 
was  this.  Chamberlain  maintained  that  if  land  was  mortgaged 
for  100  years,  it  was  a  good  security  for  100  times  its  annual 
value:  so  that,  if  a  man  had  lauded  property  worth  £1,000 
a-year,  and  if  he  mortgaged  it  for  100  years  to  the  State,  the  State 
might  issue  notes  to  him  to  the  amonnt  of  £100,000,  which  were 
to  be  declared  cqnal  to  value  in  Eilver,  and  made  legal  tender  for 
their  nominal  vahie.  Now,  if  this  theory  be  true,  there  is  no 
good  reason  why  land  should  be  pledged  for  only  100  years;  why 
not  for  one  million  years?  which  would  do  the  thing  on  a  some- 
what more  magnificent  scale.  But  what  need  of  slopping  there? 
Why  not  pledge  it  to  all  eternity?  And  then  every  inch  of 
property  might  be  covered  with  pajier  notes,  and  they  might  be 
]ti!ed  high  enough  to  reach  the  moon,  wliere  the  deviser  of 
this  scheme  would  probably  find  his  lost  wita.  Law  properly 
pointe  out  that  the  fallacy  of  this  theory  was,  that  Chamberlain 
asanmed  that  the  value  of  £100  to  be  paid  lOOyeara  hence,  is  still 
£100.  He  says,  "No  anticipation  is  equal  to  what  already  is;  a 
year's  rent  now  is  worth  fifteen  years'  rent  fifty  years  hence, 
because  that  money  lent  out  at  interest  by  that  time  will  produce 
so  ranch."  But,  says  Lord  Macanlay,  "On  this  subject  Chamber- 
Iain  was  proof  to  ridicule,  to  argument,  even  to  arithmetical 
demonstration.  He  was  reminded  that  the  fee  simple  of  land 
would  not  sell  for  more  than  twenty  years'  purchase.  To  say, 
therefore,  that  a  term  of  100  years  was  worth  five  times  as  much 
as  a  term  of  twenty  years,  was  to  say  that  a  term  of  100  years 
woe  worth  fire  timea  the  fee  simple;   in  other  words,  that  a 
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hundred  was  five  times  infinity.  Those  who  reasoned  thus  were 
refuted  bj  being  told  they  were  usurers;  and  it  should  seem  that 
a  large  number  of  country  gentlemen  thought  the  refutation 
complete.*' 

12.  Law's  tiheorjr  was  to  calculate  the  yalue  of  the  fee 
simple  of  the  land  at  twenty  years'  purchase,  and  to  coin  notes 
to  the  value  of  that  amount,  and  advance  them  to  the  owner 
of  the  land.  This  plan,  therefore,  had  a  limit,  however  absurd 
it  was.  It  was  bounded,  in  the  first  instance,  by  the  value  of  the 
land  expressed  in  silver  money,  but  Chamberlain's  had  positively 
no  limit  at  all  to  carry  it  out  to  its  full  length;  the  advance 
might  be  made  to  infinity ;  consequently,  in  mathematical  language, 
we  should  say  that  Chamberlain  was  infinitely  more  mad  than 
Law. 

18.  Law  shewed  that  notes  issued  upon  Chamberlain's  plan 
would  immediately  &11  to  a  heavy  discount;  but  yet  he  says,  that 
though  £500  of  these  notes  were  only  equal  to  £100  in  silver, 
yet  the  nation  would  have  the  same  advantage  by  that  £500  in 
notes,  as  if  an  addition  of  £100  had  been  made  to  the  silver 
money. 

*'  So  far  as  these  hills  fell  under  the  value  of  silver  money, 
so  far  would  exchange  with  other  coufitries  be  raised.^  And  if 
goods  did  not  keep  their  price,  *.  e.,  if  they  did  not  sell  for  a 
greater  quantity  of  these  biUs,  equal  to  the  difference  betwixt 
them  and  silver,  goods  exported  would  be  undervalued,  and  goods 
imported  would  be  overvalued. 

"  The  landed  man  would  have  no  advantage  by  this  proposal, 
unless  he  owed  debt,  for,  though  he  received  £50  of  these  bills 
for  the  same  quantity  of  victuals,  he  was  in  use  to  receive  £10 
silver  money  ;  yet  that  £50  would  only  be  equal  in  value  to  £10 
of  silver,  and  purchase  only  the  same  quantity  of  home  or 
foreign  goods. 

"  The  landed  man  who  had  his  rent  paid  him  in  money,  would 

*  This  is  the  first  occasion  that  we  are  aware  of  on  which  the  great  principle, 
that  a  depreciation  of  the  paper  currency  would  prodace  'a  fall  in  the  foreign 
exchanges,  which  was  so  ardently  contested  in  1811,  and  subsequent  yean,  is 
asserted.  And  it  has  aU  the  more  merit,  that  it  is  a  prediction  and  not  an 
cburvation. 
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be  a  great  loser,  for,  by  as  inncli  as  tliese  bills  were  under  the 
\ulue  of  fiilTcr,  he  would  rewive  bo  much  less  than  before. 

"  The  landed  man  who  owed  dobt,  would  pay  his  debt  with  a 
less  value  than  was  contracted  for,  but  the  creditor  would  lose 
what  the  debtor  gained." 

Oh.'  that  the  philosopherB  of  181 1  had  only  pondered  over  this 
extract  &om  John  Law. 

14.  Law  then  shews  that — 

"Notwithstanding  any  Act  of  Parliament  to  force  these  bills, 
they  would  fall  much  under  the  value  of  silver;  but  allowing 
that  they  were  at  first  equal  to  silver,  it  is  nest  to  impossible  that 
two  different  species  of  money  shall  continue  equal  in  valae  to  one 
anotlier. 

"  Everything  receives  a  value  from  its  use,  and  the  value  la 
ral«d  according  to  its  qualifj,  quantity,  and  demand.  Though 
goods  of  different  kinds  are  equal  in  value  now,  yet  they  will 
change  their  value  &om  any  unequal  change  in  tbeir  quality, 
quantity,  or  demand. 

"  And  as  he  leaves  it  to  the  choice  of  the  debtor  to  pay  in 
silver  money,  or  bills,  he  confines  the  value  of  the  bills  to  the 
value  of  the  silver  money,  but  cannot  confine  the  value  of  the 
silver  money  to  the  value  of  the  bills,  so  that  these  bills  must  fall 
)  in  value  as  silver  money  falls,  and  may  fall  lower,  may  rise  above 
the  value  of  these  bills,  but  these  bills  cannot  rise  above  the  value 
of  silver." 

15.  Law  sncceeds,  with  great  skill  and  acumen,  in  eiqxwing 
the  wild  insanity  of  Chamberlwn'a  plan,  and  truly  predicts  the 
results  which  would  follow  ^m  it,  or  at  least  some  of  them, 
for  there  are  many  important  ones  he  has  omitted.  The  exact 
consequences  which  he  predicted  were  manifested  in  Ireland, 
and  England  a  century  lal«r  ;  and  the  sentences  we  have  quoted, 
if  we  did  not  know  their  origin,  might  have  been  supposed  to 
have  been  written  to  rebuke  the  foily  of  the  Directors  of  the 
Banks  of  Ireland  and  England,  and  the  mercantile  witneeses  of 
1804  and  1810.  But  having  demolished  Chamberlain,  he  eomes 
to  his  own  proposal,  which  he  aays  is  "  to  make  money  of  land 
equal  to  its  value,  ami  thai  moiwij  to  be  equal  in  value  to  silver 
money,  and  ml   liable  lo  fall  in  valua  a$  silver  moMy  /alls." 
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He  then  says,  "Any  goods  that  have  the  qualities  kecessaby 

IN  MONEY,  MAY  BE  MADE  MONEY  EQUAL  TO  THEIR  VALUE.   Five 

ounces  of  gold  is  equal  in  value  to  £20,  and  may  be  made  money 
to  that  value;  an  acre  of  land,  rented  at  two  bolls  of  victual,  the 
victual  at  £8,  and  land  at  twenty  years'  purchase,  is  equal  to  £20, 
and  may  be  made  money  equal  to  that  value,  for  it  has  all  the 
qualities  necessary  in  money." 

16.  In  this  sentence  is  concentrated  the  whole  essence  of  that 
eternal  delusion,  so  specious  and  plausible,  and  so  fatal,  which 
we  designate  as  LAWISM.  It  is,  indeed,  nothing  but  the 
stupendous  fallacy  (hat  money  represents  commodities,  and  thai 
paper  currency  may  be  based  vpon  commodities.  This  delusion 
is  deeply  prevalent  in  the  public  mind  at  the  present  day,  and 
probably  there  are  few  persons,  except  those  who  have  studied 
the  true  philosophical  principles  of  Political  Economy,  whose 
views  are  not  deeply  tainted  with  this  infection.  No  man  who 
does  not  thoroughly  understand  the  great  fundamental  doctrine 
established  by  Turgot  and  others,  that  money  does  not  represent 
commodities,  can  ever  have  sound  ideas  on  this  subject.    Money 

DOES  NOT  EEPEESENT  COMMODITIES  AT  ALL,  BUT  ONLY  DEBT,  OR 
BEEVICE8  DUE,  WHICH  HAVE  NOT  YET  RECEIVED  THEIR  EQUIVALENT 

IN  COMMODITIES.  Now,  the  views  of  Law  are  much  more 
extensively  prevalent  than  is  generally  supposed.  All  those  who 
think  that  there  is  any  necessary  connection  between  the  quantity 
of  money  in  a  country  and  the  quantity  of  commodities  in  it  are 
influenced  by  them.  Take  the  case  of  a  private  individual.  Is 
there  any  necessary  relation  between  the  quantity  of  money 
he  retains,  and  the  quantity  of  commodities  he  purchases?  The 
quantity  of  money  he  has,  is  just  the  quantity  of  debt — of 
services  due  to  him — ^which  he  has  7iot  yet  parted  with  for  some- 
thing else.  It  is  the  quantity  of  power  of  purchasing  com- 
modities he  has  over  and  above  what  he  has  already  expended. 
And  the  quantity  of  money  a  nation  possesses  is  simply  the 
quantity  of  accumulated  industry  it  possesses  over  and  above 
oil  commodities,  but  they  have  no  relation  whatever  to  each 
other.  Now,  money  does  not  represent  commodities,  but  it 
represents  that  portion  of  a  man's  industry  which  is  preserved 
for  future  use.  Whatever  a  man  earns  is  the  fruit  of  his  industry, 
money  included;   and  none  of  these  separate  items  represents 
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lAoything  else,  though  it  may  be  tzchanged  for  other  things. 

'  Now,  the  Value  of  money  depends  upon  its  relations  to  what 
it  represente,  namely,  debt,  and  not  to  commodities.  If  money, 
or  currency,  increuBes  faster  than  debt,  or  serviues  doe,  it 
immediately  causes  a  diminution  of  its  value.  If  debt  increases 
faster  than  money  or  currency,  then  the  value  of  money  ia 
raised.  The  in&Uible  consequence,  therefore,  of  an  increase 
of  onrrency,  without  a  corresponding  increase  of  debt,  is  to 
change  the  existing  proportion  between  debt  and  currency,  and  to 
cause  a  depreciation  of  the  latter  commensurate  to  the  changed 
proportion.  The  necessary  and  inevitable  consequence,  then,  of 
iasuing  vast  qnantities  of  paper  currency  on  the  assumed  value  of 
I>roperty,  is  simply  to  cause  a  total  aubvereion  of  the  fonndation  of 
.all  value  and  of  all  property,  and  to  plunge  every  creditor  into 
irretrievable  ruin. 

In  fact,  a  moment's  consideration  will  shew  that   the 

P'flieot7  of  basing  a  paper  currency  on  commodities,  involves  this 

palpable  contradiction  in  terms,  that  one  can  bity  coiiMODiTiES 

AMD    ALBO    HAVE  THE  MONET  A8  WELL.    When  a  man  buys 

commodities  with  money,  he  gives  either  a  portion  of  his  own 

_  industry  represented  by  that  money,  or  a  portion  of  some  one 

^Lelse's  industry  who  gave  him  the  money.     But  it   is  quite  clear 

^^ttaf  )\e  cannot  buy  Ihe  commodUift  and  keep  his  nwnei/  «s  veil. 

^■t  is  exactly  the  same  with  a  nation.    A  nation  cannot  buy 

^Toomraodities  and  have  the  money  it  bought  them  with  as  well, 

I  which  is  the  principle  necessarily  involved  in  issuing  paper  (|lr- 

H  rency  as  the  representative  of  commodities.     But  the  money  of 

B  ^e  nation  is  the  mode  and  form  in  which  the  accumulation  of 

H  industry  which  has  not  yet  been  spent  in  commodities  is  pro- 

W  Krved ;  and  if  a  nation  wants  other  commodities  besides  what 

it  has  got,  it  must  pay  for  them  either  with  money,  or  with  the 

goods  it  has  already.    The  idea  of  basing  paper  currency  upon 

commodities  is  just  as  wild  and  absurd  as  if  England  were  to 

sell  her  cotton  goods  to  America  for  coin,  and  tlicn  demand  back 

her  cotton  goods.    The  only  result  of  such  an  attempt  carried 

ont  into  practice  must  lic  the  most  tremendous  convulsions,  and 

destruction  of  credit  and  all  monetary  contracte. 

Law,  BA  we  have  eeon,  immediately  saw  through  it,  and 
t«xpo6ed   the   ridiculous   absurdity    of  Chamberlain's  propoeaL 
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His  own  was  that  the  yalue  of  all  the  land  in  Scotland  should 
be  estimated  at  20  years'  purchase,  and  that  a  parliamentary 
commission  should  be  appointed  with  power  to  issue  an 'incon- 
vertible paper  currency  to  that  amount.  He  says — "  The  paper 
money  proposed  will  be  equal  in  value  to  silver,  for  it  will  have  a 
value  in  land  pledged  equal  to  the  same  sum  of  silver  money 
that  it  is  given  out  for.  .  .  .  This  paper  money  will  not  faU 
in  value,  as  silver  money  has  fallen  or  may  fall." 

19.  We  must,  therefore,  be  careful  to  be  just  to  Law.  He 
was  no  advocate  of  an  unlimited  inconvertible  paper  currency. 
Quite  the  reverse.  But  seeing  that  a  convertible  paper  currency 
could  only  be  based  upon  bullion  to  a  certain  limited  extent, 
preserving  its  equality  in  value  with  bullion,  his  idea  was  to 
base  a  paper  currency  upon  some  other  article  of  value.  And 
he  thought  that  it  might  preserve  its  equality  in  value  to  silver 
on  an  independent  basis.  His  idea  was,  that  it  was  only  neces- 
sary to  have  it  represent  some  article  of  value.  But  this  attempt 
was  contrary  to  the  nature  of  things.  His  paper  currency, 
though  avowedly  based  upon  things  of  value,  had  exactly  the 
same  practical  effects  as  if  it  had  been  based  upon  silver.  It  be- 
came redundant,  and  swamped  everything.  And  the  reason  is 
plain*  It  was  a  violation  of  that  fundamental  principle  we  have 
obtained — **  Where  there  is  no  debt  there  can  he  nv  currency. ^^  And 
the  fresh  quantities  of  currency  issued  on  such  a  principle  only 
represent  the  previously  existing  amount  of  debt,  and  then  suffer  a 
necessary  diminution  in  value.  The  necessary  and  inevitable  con- 
sequence, then,  of  issuing  vast  quantities  of  paper  currency  on  the 
assumed  value  of  property,  is  simply  to  cause  a  total  subversion  of 
the  foundation  of  all  value,  and  of  all  property,  and  to  plunge  every 
creditor  into  irretrievable  ruin. 

20.  To  give  a  Ml  account  of  Law's  banking  career  in  France, 
would  far  exceed  our  limits,  and  to  give  an  imperfect  one  would 
be  of  no  use.  We  must,  therefore,  content  ourselves  with  re- 
ferring those  of  our  readers  who  want  information  on  the  subject 
to  our  Dictionary  of  Political  Economy ,  Art.  Banking  in  France, 
where  a  full  account  of  Law's  scheme  is  given.  It  may  be  suffi- 
cient to  say  that  his  career,  like  his  writings,  is  divided  into 
two  distinct  portions*    His  writings  are  on  Banking  and  Papeb 
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I  Credit,  and  his  Bchcme  for  Papbh  Monet,  which  are  quite  dis- 
tinct from  each  other.  Nothing  can  be  sounder,  or  more  judi- 
cious than  the  &rBt.  He  clearly  saw  that  paper  credit  most  be 
limited  by  specie — hia  scheme  waa  to  create  a  Paper  MosEr, 
bejottd  the  limits  of  Paper  Credit  based  on  specie,  which  he  ex- 
pected would  maintain  an  equality  of  value  with  specie.  Mnlti- 
tudce  of  people  have  thought  tlie  same,  and  multitudes  of  people 
believe  in  it  to  the  present  hour.     In  1705  the  Parliament  of 

»  Scotland  fortunately  turned  a  deaf  ear  to  Law's  specious  proposal 
of  creating  Paper  Money  based  upon  land.  In  1855  the  repre- 
Bentatives  of  commerce  in  the  same  city  which  had  rejected  Law's 
plan  150  years  before  memorialised  the  Government,  and  "do  roost 
emphatically  object  to  the  plan  of  re-stricting  the  Bccurity  (upon 
which  the  paper  currency  is  based)  to  the  possession  of  gold  alone," 
which  is  simply  Lawism. 

Nothing  could  be  more  extraordinary  than  the  restoration  of 
prosperity  caused  by  the  foundation  of  Law's  Bank  in  1716.  It 
is  probably  one  of  tlie  most  marvellous  transitions  from  the 
depth  of  misery  to  the  height  of  prosperity  in  so  short  a  space 
of  time  in  the  annals  of  any  nation.  And,  if  Law  had  confined 
himself  to  that  he  would  have  been  one  of  the  greatest  benefactors 

»«wy  nation  ever  had.  It  was  only  when,  aft^r  three  years  he  had 
attained  the  very  pinnacle  of  Bucceas,  that  he  determined  to  carry 
fNit  his  scheme  of  Paj-eb  Mojjey,  which  was  the  famous  Missis- 
Wppi  scheme. 
The  nest  example  of  Lawisrn  waa  the  Ayr  Bank.  The  pro- 
prietors of  this  Bank  were  enormously  wealthy,  and,  because  they 
were  so,  they  thought  that  their  known  wealth  would  sustain  the 
credit  of  any  imiount  of  paper  isiaes.  But,  alas  !  their  experience 
too  fully  and  fatally  verified  the  sagacity  of  the  directors  of  the 
Bank  of  Scotlaud,  who,  in  1727,  in  answer  to  proposal  for 
enlarging  their  credit,  said — "  For  the  quota  of  credit  in  a  banking 
company  muni  be  proporlionate  to  the  utoei:  of  tjwcit  in  Ike  nation, 
learned  and  understood  by  loitg  experience,  and  not  extended  to 
&  capital  stock  subecribed  for,  which  cannot  in  the  least  help  to 
support  the  company's  credit,  if  the  specie  of  the  nation  decay." 
This  doctrine  contains  the  refiitation  of  many  wild  schemes,  and 

I  the  true  plan  of  regulating  a  paper  currency,  is  simply  to  discover 
how  a  certain  projKirtion  shall  be  maintained  between  specie  KDd 
credit. 
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21.  The  third  great  ontburst  of  Lawism  took  place  in  the 
same  conntry  that  witnessed  his  first  exploits.  In  preparation  for 
it,  Law's  "Money  and  Trade  Considered"  was  translated  into 
French  in  1789,  as  if  all  the  memory  of  the  great  catastrophe 
sixty-nine  years  before  had  perished.  The  National  Assembly 
had  confiscated  the  property  of  the  Chnrch,  bnt,  instead  of 
yielding  a  revenne,  it  cost  the  nation  £2,000,000  a  year  more 
than  it  produced,  and  in  a  few  years  augmented  the  public  debt 
by  £7,000,000.  The  property  seized  was  valued  at  £80,000,000. 
The  expense  of  management  required  that  it  should  be  sold,  but 
no  purchasers  could  be  found ;  for  all  persons  in  that  terrible 
political  earthquake  wished  to  have  their  property  in  as  portable 
a  shape  bs  possible,  and  few  were  willing  to  trust  to  a  revolutionaiy 
title.  In  this  dilemma,  the  municipalities  agreed  to  purchase  a 
considerable  portion  of  it,  in  the  first  instance,  and  resell  it  in 
smaller  portions  to  individuals.  But,  as  there  was  not  specie 
enough  to  complete  the  sale,  they  issued  their  promissory  notes 
to  the  public  creditor,  to  pass  current  until  the  time  of  payment 
came ;  but,  when  they  became  due,  the  municipalities  had  no 
means  of  discharging  them.  To  meet  them,  the  Assembly,  in  the 
spring  of  1790,  authorised  the  issue  of  £16,000,000  of  assignats 
on  the  security  of  the  land.  In  September,  farther  issues  to  the 
amount  of  £32,000,000  were  authorised.  The  additional  issues 
were  warmly  opposed  by  Talleyrand  and  other  leaders,  who 
predicted  their  depreciation  ;  but  Mirabeau  strongly  supported 
them,  denying  the  possibility  of  their  depreciation,  saying — 

'^  It  is  vain  to  assimilate  assignats  secured  on  the  solid  basis  of 
these  domains  to  an  ordinary  paper  currency  possessing  a  forced 
circulation.  They  represent  real  property,  the  most  secure  of  all 
possessions,  the  land  on  which  we  tread.  Why  is  a  metallic 
circulation  solid  ?  Because  it  is  based  upon  subjects  of  real  and 
durable  value,  as  the  land,  which  is  directly  or  indirectly  the 
source  of  all  wealth.  Paper  money,  we  are  told,  will  become 
superabundant ;  it  will  drive  the  metallic  out  of  circulation.  Of 
what  paper  do  you  speak  ?  If  of  a  paper  without  a  solid  basis, 
undoubtedly ;  if  of  one  based  on  the  firm  foundation  of  landed 
property,  never.  There  may  be  a  difference  in  the  value  of  a 
j?irculation  of  different  kinds  ;  but  that  arises  as  frequently  from 
the  one  which  bears  the  higher  value  being  run  after,  as  ftt)m 
the  one  which  stands  the  lower  being  shunned — from  gold  being 
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in  demand — not  paper  at  a  discount.  There  cannot  be  a  greater 
*rror  than  the  terrors  so  generally  prevalent  as  to  the  oyer-isane 
of  aesignats.  It  is  thus  alone  jon  wiU  pay  yonr  debts,  pay  yonr 
troops,  advance  the  revolution.  Re-absorbed  progreseively,  in 
the  purchase  of  the  national  domains,  tliis  paper  money  can 
never  become  redundant,  any  more  than  the  humidity  of  tha 
Btmosphere  can  become  excessive,  which  descends  in  rilla,  finds 
the  river,  and  is  at  length  lost  in  the  mightly  ocean," 

22.  Although  these  assignsts  bore  4  per  cent  interest,  they 
had  become  depreciated  in  June,  1790 ;  by  June,  1791,  they  had 
lost  one-third  of  their  value.  In  September,  171I2,  further  issues 
were  decreed.  The  two  preceding  Assemblies  had  authorised 
Bssignats  to  the  amouut  of  2,700,000,000  franCB,  equal  to 
£180,000,000,  to  be  fabricated,  of  which  only  200,000,000  francs 
remained  unspent.  On  the  11th  of  April,  1703,  the  Convention 
decreed  six  years'  imprisonment  in  chains  to  any  one  who  bought 
or  sold  asaignats  for  any  sum  in  specie  different  to  their  nominal 
Tslue,  or  made  any  difference  l>etween  a  money  price  and  a  paper 
price  in  payment  of  goods.  Vain  cSbrt !  In  Jime  the  aesignat 
bad  fallen  to  one-third  of  its  value,  and  in  August  to  one-sixth. 
The  exchange  with  London  fell  exactly  in  a  corresponding  ratio 
vith  the  depreciation  nf  the  aseignat  at  home.  In  June,  1791,  it 
felt  to  23  i  in  January,  1732.  to  Ifi  ;  in  March,  17!I3,  to  U ;  in 
'  June,  1793,  to  10  ;  on  the  2nd  of  August  it  was  as  low  as  4^  ;  on 
the  Ifith  of  Octol)cr  it  had  risen  to  8  ;  but  afler  that  it  ceased  to 
be  qnoted  at  all.  Cambon,  the  Minister  of  Finance,  proposed  a 
further  immediate  issue  of  800,000,000  of  francs,  equivalent  to 
about  £3^,000,000,  in  addition  to  the  quantity  already  issued. 
Tlie  public  domains  he  calculated  at  £3.iO,000,000.  Eence, 
npon  the  Theory  of  Law  and  Mimbeau,  tliere  was  an  ample 
margin,  and  the  nssignats  should  not  have  been  depreciated  below 
the  value  of  silver  ;  and,  in  fact,  according  to  them,  it  was  im- 
possible they  should.  Wonderful  commentary  upon  the  wisdom 
I  of  the  phUosophers,  who  maintain  that  if  a  pajier  currency  only 
represent  value,  it  cannot  be  depreciated  ! 
1 


We  must  refrain  from  detaiUng  the  terrible  misery  caused 
by  the  forcible  issues  of  ossiguats,  which  were  legal  tender  at 
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their  nominal  amoonty  the  destrnction  of  debts,  the  famine  from 
the  scarcity  of  provisions,  the  laws  of  the  maximum,  the  penalty 
of  death  enacted  against  all  who  should  keep  back  their  prodnce 
from  the  market.  All  specie  disappeared  from  the  country  and 
fh)m  circulation ;  those  who  possessed  any,  not  deeming  it  secure 
from  revolutionary  violence,  exported  it  to  London,  Hamburg, 
Amsterdam,  and  Geneva.  But  many  persons  stoutly  maintained, 
in  pamphlets,  that  it  was  not  the  paper  which  was  depreciated, 
but  the  specie  which  had  risen. 

24.  The  intolerable  misery  caused  by  this  state  of  things, 
induced  the  Government  which  succeeded  the  Reign  of  Terror 
to  make  an  attempt  to  withdraw  a  portion  of  the  assignats  ftx>m 
circulation,  by  demonetizing  them,  that  is,  depriving  them  of 
their  quality  of  money,  and  forcing  their  holders  to  receive 
payment  in  land  for  them.  But  when  a  man  wanted  to  buy  food 
to  eat,  what  was  the  use  of  giving  him  land  ?  The  report  that 
a  portion  of  the  assignats  were  going  to  be  demonetized  sent 
down  their  value  still  lower,  and  a  decree  against  it  was  obliged 
to  be  passed  to  appease  their  holders.  All  sorts  of  plans  were 
devised  to  withdraw  them  from  circulation  ;  lotteries,  tontines,  a 
land  bank,  where  they  were  to  be  lodged  and  bear  3  per  cent, 
interest.  But  the  constant  issue  of  them,  required  for  the  neces- 
sary payments  of  the  State,  rendered  all  such  attempts  useless. 

25.  In  January,  1796,  the  assignats  in  circulation  amounted 
to  forty-five  milliards,  or  about  £2,000,000,000,  and  the  paper 
money  had  fallen  to  one-thousandth  part  of  its  nominal  value. 
The  Government  then  determined  to  issue  territorial  mandatea^ 
at  the  rate  of  80  assignats  to  one  mandate,  which  were  to  be 
exchangeable  directly  for  land,  at  the  will  of  the  holder,  on 
demand.  The  certainty  of  obtaining  land  for  them  made  them 
rise  for  a  short  time  to  80  per  cent,  of  their  nominal  value  ;  but 
necessity  compelled  the  Government  to  issue  £100,000,000  of 
these  mandates  secured  upon  land,  supposed  to  be  of  that  value. 
This  prodigious  issue  sent  the  mandates  down  to  nearly  the  same 
discount  as  the  assignats  were,  and,  consequently,  as  one  mandate 
was  equal  to  30  assignats,  the  latter  had  fallen  to  nearly  the 
thirty-thousandth  part  of  their  nominal  value.  At  length  on  the 
16th  of  July,  1796,  the  whole  system  was  demolished  at  a  blow. 
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A  decree  was  pabliahed  that  evory  one  might  transact  bnsinesa 
in  tlie  monej  he  chose,  and  that  the  mandates  ahould  only  be 
taken  at  their  enrrent  value,  which  should  be  published  eveiy 
day  at  the  Treasury.  Two  days  afterwards  it  was  decreed  that 
the  nationa)  pro|jerty  remaining  undisposed  of  should  be  sold 
for  mandates  at  their  current  value.  As  a  matter  of  course,  the 
public  creditors  received  payment  of  their  debts  in  the  same 
proportion, 

2(i.  No  sooner,  however,  was  this  great  blow  atrnck  at  the 
paper  currency,  of  mukitig  it  pass  at  its  current  value,  than 
specie  immediately  re-appeared  in  circulation.  Immense  hoards 
came  forth  from  their  hiding  places;  goods  and  commodities 
of  all  sorts  being  very  cheap  from  the  ansiety  of  their  owners 
to  possess  mooey,  caused  immense  sums  to  be  imported  from 
foreign  countries.  The  eschangea  immediately  turned  in  favor 
of  France,  and  in  a  short  time  a  metallic  currency  was  permanently 
restored.  And  during  all  the  terrilic  wars  of  Napoleon  the 
metalhc  standard  was  always  maintained  at  its  full  value. 

27.  One  thing,  however,  we  cannot  help  noticing.  When 
describing  the  history  and  effect  of  the  assignats,  nothing  can 
be  more  clear  and  correct  than  the  narrative  of  Sir  Archibald 
Alison.  He  sees  clearly  that  a  difference  in  value  between  the 
asaignat  and  specie  was  tmly  a  discount,  or  fall  in  the  value  of 
paper.    Thus  he  says*: — 

"  They  for  some  time  maintained  their  valne  on  a  par  with 
the  metallic  currency.  By  degrees,  however,  the  increasing 
iasne  of  paper  currency  pnxluced  ite  usual  effect  on  pubUo  credit; 
the  value  of  money  fell,  while  that  of  every  other  article  rose  in 
a  high  proportion,  and  at  length  the  excessive  inundation 
of  fictitious  currency  caused  a  nnivcnial  panic,  and  its  value 
rapidly  sank  to  a  merely  nominal  ratio.  Even  in  Jnne,  1790, 
tlie  depreciation  bod  become  so  considerable  as  to  excite  seriooa 
panic." 

Again,  6]>eaking  of  1791,  p.  30,1: — 

"  Pubhc  and  private  credit  had  alike  perished  amidst  the 
general  convulsions.  Specie  had  disappeared  from  circulation. 
The  Bfisignat  had/A//«n  to  a  third  of  its  value— [This  is  not  quite 

>  Biilorg  qf  Surope,  Vol,  i.  p.  !1>.  Ilh  E^l. 

2  A 
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correct.  At  tliiB  time  the  andgniit  had  lost  ane-third  of  its 
value.  Dot  lalleii  to  one-third  of  it] — and  oocttuoned  such  an 
amount  of  ruin  to  private  fortoneSy  that  nnmhers  ahiead|j  wished 
for  a  retmm  to  the  ancient  regkne. 

^  While  the  unlimited  iflsnes  of  anignatfi,  at  whatever  rtEiB  ^ 
ditcaunt  thej  might  pass,  amply  provided  for  all  the  present  and 
probable  wants  of  the  Treasniy. 

**  The  vast  and  increasing  expenditure  of  the  Bepablic  ooold 
onljy  amidst  the  total  &Uare  of  the  taxes,  be  supplied  bj  the 
iflsne  of  assignats;  and  this,  of  eoDrse,  bj  rendering  paper 
money  redondant,  lowered  its  value  in  exchange  with  oth^ 
commodities,  and  occasioned  a  constant  and  even  frightful  rise  of 
jnices. 

^^  All  the  persons  employed  by  Government,  both  in  the  dvO 
and  military  departments,  were  paid  in  the  paper  currency  at 
par;  but  as  it  rapidly  fell,  from  the  enormous  quantity  in  drca- 
lation,  to  a  tenth-part,  and  soon  a  twentieth  of  its  real  value,  the 
pay  received  was  merely  nominal,  and  those  in  receipt  of  the 
laii^est  apparent  incomes,  were  in  want  of  the  oonmion  necessaries 
of  life.  Pichegru,  at  the  head  of  the  army  of  the  North,  with 
a  nominal  pay  of  4,000  francs  a  month,  was  in  the  actual  receipt, 
on  the  Rhine  in  1795,  of  only  two  hundred  francs,  or  £8  sterling 
of  gold  and  silver. 

« The  funds  on  which  the  enormous  paper  circulation  was 
leased  embracing  all  the  confiscated  property  in  the  kingdom, 
or  land,  houses,  and  moveables,  were  estimated  at  fifteen  milliards 
of  francs,  above  £000,000,000  sterling;  but,  in  the  distracted 
state  of  the  country,  few  purchasers  could  be  found  for  such 
immense  national  domains;  and,  therefore,  the  security  for  all 
practical  puqxjses  was  merely  nominal.  The  consequence  was 
that  the  assignat  fell  to  one-twelfth  of  its  real  value ;  in  other 
words,  an  assignat  for  24  francs  was  worth  only  two  francs ; 
that  is,  a  note  for  a  pound  was  worth  only  Is.  8d. 

"  Foreign  commerce  having  begun  to  revive  with  the  cessation 
of  the  Beign  of  Terror,  sales  being  no  longer  forced,  the  assiffnat 
was  Irraught  into  comparison  tcith  the  currency  of  other  cotm- 
tries,  and  its  enormous  inferiority  precipitated  still  further  its 
faU. 

"  By  no  possible  measure  of  finance  could  paper  money,  worth 
nothing  in  fordgn  states,  from  a  distrust  of  its  security,  and 
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redundant  at  homf/rom  ktc^mmw  issue,  be  maintained  at  anytbtng 
like  an  eqnality  with  gold  and  silver.  The  mandateB  were, 
in  tratfa,  a  rednctiou  of  aseignate  to  a  thirtieth  part  of  their  valne; 
but,  to  be  on  a  par  with  the  precious  metals,  thej  should  have 
been  issued  at  oue-tbonsandth  part,  being  the  rate  of  discount  to 
which  the  original  paper  had  now  fallen. 

"  The  excessive  fall  of  the  paper  at  length  made  all  classes 
perceive  that  it  was  in  vain  to  pursue  the  chimera  of  upholding 
its  value.  On  the  16th  July,  1790,  the  measures,  amounting  to  aa 
open  uonfeesion  of  a  bankruptcy  which  had  long  existed,  were 
adopted," 

28.  We  have  quoted  these  passages  for  the  purpose  of  shewing 
how  completely  Sir  Archibald  Alison,  when  he  is  speaking 
of  the  paper  currency  of  France,  acknowledges  the  great  principle, 
that  the  value  of  the  paper  currency  is  only  to  be  estimated 
at  the  value  it  will  purchase  in  specie,  that  the  measure  of  that 
difierencc  between  the  real  and  the  nominal  valne  is  ite  depre- 
eialioit,  and  that  a  pajment  in  coin  at  the  current  valne  of  the 
paper  currency  is  a  Nationai.  BAMKauPTcy.  Yet,  such  is  the 
amazing  incoTisisteucy  of  this  writer,  that  when  he  comes  to 
speak  of  the  paper  currency  of  England,  which  exliibited  exactly 
the  same  phenomena,  only  on  a  smaller  scale,  lie  resolntely  denies 
that  it  was  depreciated.  When  the  French  asstguat  had  lost 
one-third  of  its  value  compared  to  specie,  in  17!)l,ho  acknow- 
let^^  that  it  was  lUprmaled;  when  the  Bank  of  England  note 
in  1811  had  lost  one-foortb  of  its  value  compared  to  sitecie,  it 
was  not  the  note  which  had  fallen,  but  gold  which  had  risen !  ! 
When  assignats  were  made  legal  tender  in  France  at  their 
nominal  value,  specie  disappeared  Irom  circulation.  When 
Bank  of  England  notes  were  substantially  legal  tender  in 
England,  and  had  lost  a  quarter  of  their  nominal  value,  specie 
disappeared  from  circulation.  Sir  Archibald  Ahson  estimates 
the  depreciation  of   the  assiguat  by  tlie  difference  between  the 

I  current  and  the  nominal  value  of  the  assiguat;  but  when  the 
Bullion  Committee  estimated  the  dejireciation  of  the  Bank  note 
by  the  difference  between  its  nominal  and  ils  current,  or  market 
value,  he  reads  a  homily  to  them  npou  their  ignorance  and  folly, 
talks  of  the  "general  delusion  which  so  long  had  prevailed  upon 
the  sabjecl,  when  it  ts  recollected  not  only  that  the  true  principles 
i  X  2 
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of  this  apparently  difficult,  but  really  simple,  branch  of  national 
economy,  which  are  now  generally  admitted,  were  at  the  time 
most  ably  expounded  by  many  men  both  in  and  out  of  Parliament, 
but  that,  in  the  examination  of  some  of  the  leading  merchants 
of  London  before  the  Parliamentary  Committee  on  the  subject, 
the  truth  was  told  with  a  force  and  precision,  which  it  now 
appears    surprising  any  one  conld  resist."    This  truth,  which 
was  told  with  such  irresistible   force  and  precision,  was,   that 
twenty-seven  was  equal  to  twenty-one!     He  then  acknowledges 
that  it  was  a  national  bankruptcy  of  the  French  Grovernment 
to  pay  its  notes  with  a  less  amount  of  specie  than  their  nominal 
value;   but  nothing  can  exceed  the  bitterness  of  his  invectiye 
against  the  Currency  Act  of    1819,  which  provided  that  the 
Bank  of   England  should  pay  its  notes  at  their  fall  nominal 
value  in  specie.    Just  as  if  it  was  less  a  bankrvpfry  to  pay  158. 
in  the  pound  than  to  pay  Is.  in  the  pound.     He  sees  clearly  that 
in  France  the  paper  currency  is  to  be  estimated  by  the  value  of 
gold  ;  but  in  En/flahd  he  maintains  that  gold  is  to  be  estimated 
by  thei  value  of  the  paper  currency ! !    Just  as  if  the  eternal 
truths  of  science  are  diflferent,  on  different  sides  of  the  Channel ; 
or  that  they  are  reversed  according  to  the  language  they  are 
expressed  in ! 

29.  Sir  Archibald  Alison's  doctrines,  when  he  speaks  of 
English  and  the  French  inconvertible  paper  currency,  are  clearly 
inconsistent.  He  fully  allows  that  any  difference  between  the 
nominal  and  the  current  value  of  the  assignat  was  a  depreciation 
of  the  assignat.  He  never  dreams  of  saying  that  the  paper 
assignat  was  the  standard,  and  that  the  coi7i  had  risen  in  value. 
But  when  he  discusses  the  question  of — What  is  a  pound?  he 
says, "  In  truth,  a  pound  is  an  abstract  measure  of  value  just  as 
a  foot  or  a  yard  of  length,  and  different  things  have  at  different 
periods  been  taken  to  denote  that  measure,  according  as  the 
conveniency  of  men  suggested.  It  was  originally  a  pound 
weight  of  silver,  and  that  metal  was,  till  fhe  present  century, 
the  standard  in  England,  as  it  still  is  in  most  other  countries. 
When  gold  was  made  the  standard,  by  the  Bank  being  compelled 
by  the  Act  of  1819  to  pay  in  that  metal,  the  old  word  denoting 
its  original  signification  of  the  less  valuable  metal  was  stiS 
retained.    During   the    war,  when  the    metallic  currency  dis- 
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appeared,  the  pound  waa  a  Bank  of  England  jxmnd  note — 
the  standard  was  the  paper — for  gold  waa  worth  28s.  the  pound, 
from  the  deniand  for  it  on  the  Continent."  It  is  scarcely  necea- 
Baiy  to  point  out  the  ridicnlous  absurdity  of  tbia  paasage.  The 
ponnd  an  abulrarl  thing  inde-id!  Our  anceatore  had  very  few 
abstract  tdeaa  at  all,  and  certainly  an  abstract  idea  of  a  i)onnd 
waa  not  one  of  them.  They  meant  nothing  abfltruct,  but,  on  the 
contrary,  a  very  substantial  poiiiui  tvei^ht  of  silver  bullion,  and 
nothing  else.  To  say  that  a  paper  pound  waa  the  atandard 
dnring  the  war,  is  a  misconception  of  the  fact.  Instead  of  a 
"  promise  to  pay  "  on  demand,  the  Bank  note  during  the  war 
was  a  "  promise  to  pay  specie  six  months  after  peace."  It  ia  not 
true  that  gold  during  the  war  was  worth  '2»b.  paid  in  silver 
money,  but  only  in  depreciated  bank  notes.  But  Sir  Archibald 
Alison  admits  tliat  an  exceseive  iesue  of  paper  would  have 
depreciated  the  bonk  note,  but  he,  of  course,  deniea  that  the 
iasaea  were  excessive.  Now,  as  a  depreciation  from  aji  excessive 
issue  could  only  be  manifested  by  a  continuous  rise  of  gold  above 
"ilia,  the  pound,  it  would  lje  ditticult  to  understand  where  the 
turning  point  would  be  at  which  the  depreciation  would  commence. 
At  what  figure  should  we  have  to  reverse  our  espreasion — at  what 
figure  are  we  to  aay  that  gold  has  ceased  to  riae,  and  paper  begun 
to  fell? 

SO.  Such  ia  a  plain  statement,  founded  upon  inctmtrovertible 
fects,  of  the  reaulta  of  the  greatest  eiiieriment  tJie  world  ever 
saw  of  issuing  a  jiaper  cnrrcncy  aeciu-ed  upon  commoditiea  or 
property — the  moat  complete  example  of  Lawibm,  When  the 
issues  of  assignate  were  at  their  height,  they  were  certainly  not 
anything  equal  to  t!ie  value  of  the  fee-simple  of  France  expressed 
in  silver  money.  And,  according  to  the  predictions  of  Law  and 
Miisbcau,  it  wua  a  matter  of  imjMjasibility  that  they  should  ever 
become  depreciated,  and  what  waa  the  result?  Even  though 
the  experiment  waa  not  carried  out  to  ita  fullest  extent,  the 
value  of  the  paper  assigiiat  sank  to  one  3U,OO0th  part  of  its  value 
in  silver  !  There  were  2,40u  millions  of  promises  of  mandates 
issued  againat  property  valued  at  3,785  millions,  and  yet,  in 
July,  179C,  the  uote  for  lOU  Uvrcs  waa  only  5  centimes  I  Such 
waa  the  inevitable  consequence  of  basing  a  paper  currency  upon 
property  or  sccuntica,  and  such  it  over  must  be,  hecauhc.  If  such 
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iggaes  are  once  began,  there  is  no  legitimate  oonclnsion  whatever^ 
until  al]  the  property  in  the  country  is  coined  into  notes.  Pass 
the  legitimate  limits  of  a  circulating  medium  by  one  hair's 
breadth,  and  there  is  no  logical  conclusion  but  in  the  French 
assignats. 

81.  The  next  example  we  shall  cite  is  the  Bank  of  Norway, 
which  was  founded  on  the  14th  June,  1816,  with  its  head  oflSce 
at  Drontheim,  and  branches  in  the  proyincial  towns.^  Its  capital 
was  originally  raised  by  a  forced  loan  or  tax  upon  all  landed 
property,  and  the  landholders  became  shareholders  according  to 
the  amounts  of  their  respectiye  payments.  This  Bank  was 
especially  for  the  purpose  of  forwarding  agricultural  improve- 
ments, and  only  discounted  mercantile  bills  and  personal 
securities,  as  a  secondary  part  of  its  business.  Its  principal 
business  consisted  in  advancing  its  own  notes,  upon  first 
securities  over  land,  to  any  amonnt  not  exceeding  two-thirds  of 
the  value  of  the  property  according  to  a  general  valuation  taken 
in  the  year  1812.  The  borrower  paid  half-yearly  to  the  Bank 
the  interest  of  the  sum  that  may  be  at  his  debit,  at  the  rate  of  4 
per  cent,  per  annum,  and  is  bound  also  to  pay  oflF  5  per  cent, 
yearly  of  the  principal,  which  is  thus  liquidated  in  twenty  years. 
Mr.  Laing  bestows  great  commendation  upon  this  institution,  and 
describes  it  as  well-imagined  and  well-managed,  and  there  cannot 
be  a  better  example  to  test  the  truth  of  Law's  principles.  We 
must  bear  in  mind  that  Law  especially  declares  that  on  his  princi- 
ple his  paper  currency  would  not  fall  helaw  the  value  of  stiver. 
Now,  let  us  mark  what  took  place  with  regard  to  the  Bank  of 
Norway,  which  was  founded  purely  on  his  principle.  By  the 
fimdamental  law  of  this  Bank,  it  should,  after  a  certain  time, 
have  begun  to  pay  its  notes  in  specie,  but  in  1822  they  could  only 
be  exchanged  at  Hamburg  for  silver  at  the  rate  of  187^  dollars 
in  paper  for  100  dollars  in  silver  ! !  That  is,  in  6  years  the  notes 
had  fellen  to  about  45  per  c^nt.  discount !  "Was  there  ever  a  more 
striking  or  conclusive  example  of  the  entire  fallacy  of  Law's  pre- 
dictions than  this  Bank?  In  1822  the  Storthing  passed  a  law 
that  the  Bank  should  only  be  compelled  to  give  100  silver  dollars 
for  every  190  paper  dollars,  but  that  the  directors  might  at  their 
own  discretion  reduce  the  rate  to  1 75,  without  a  new  law.     In 

*  Laing' $  Norway,  p,  184.     Travellers'  Library. 
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182i  the  Talae  at  Hambarg  roae  to  145  ;  in  1827  it  rose  to  125  ; 
and  in  1885,  when  Mr.  Laiiig  wrote,  it  stood  at  112,  which  could 
only  have  been  done  by  a  oontraotion  of  ite  isEnes.  Now,  it  is 
quite  evident  that  if  the  Bank  bad  been  called  upon  to  pay  ita 
notes  at  pw  at  any  moment,  it  would  infallibly  have  been  ruined. 
This  happened  in  Paris  in  1803,  when  the  Land  Bunk  etop[>ed 
payment,  and  J.  B.  Say  observcB  that  all  Banks  founded  upon  this 
principle  have  uniformly  failed. 

32.  The  last  e.xaraple  we  shall  cite  is  the  case  of  America. 
That  country  was  unhappily  deeply  bitten  with  the  carrency 
mania  of  basing  issues  of  paper  on  "  Becnritiea."  In  most  of  the 
Btatea  the  Legislature  passed  Acta  peimitting  any  individual,  or 
any  banking  associations,  to  issue  notes  to  any  amount,  upon 
depositing  with  a  "  public  comptroller,"  securities  of  equivalent 
Ttdue.  These  "  securities  "  might  be  public  stock,  or  mortgages 
upon  improved,  prodaetive,  and  unencumbered  lands.'  Now,  as 
these  "  securities "  remained  the  property  of  the  Tendors,  and 
they  might  appropriate  the  revennes  from  them,  as  long  as  pay- 
ment of  the  notes  was  not  demanded  from  the  comptroller, 
people  saw  that  they  might  derive  a  profit  from  the  security  as 
well  as  from  the  currency  which  represented  its  value.  There 
was,  accordingly,  a  prodigious  rush  to  deposit  securities — an 
enormous  issue  of  paper,  during  the  years  1834-5-6,  The  prices 
of  everytliing  rose  immensely.  The  people  of  the  Western  States, 
with  their  "  pockets  full  of  paper  currency,  gave  very  large  orders 
for  goods  to  the  merchants  of  New  York,  Boston,  and  Phila- 
delphia, who  duly  executed  them.  The  bills  given  for  the 
purchases  were  payable  in  these  eastern  cities ;  and,  when  the 
weetem  debtors  went  to  their  own  bankers  for  bills  of  exchange 
on  these  places,  in  return  for  their  own  local  currency,  the 
bankers  discovered  that  theit  home  customers  had  bought  more 
from  the  eastern  cities  than  they  had  sold;  that  they  had  already 
drawn  on  the  east  for  every  dollar  which  the  cast  was  indebted 
to  them,  and  conld  draw  no  more.  The  weetem  merchants  then 
Bent  tlieir  own  cnrrency  notes  to  the  eastern  cities  in  payment 
but,  unfortunately  for  them,  the  merchant*  there  had  already 
paid  all  they  owed  to  the  west,  and  nobody  in  New   York  or 

■  A  'er;  graphic  bccouiiI  nl  Ihe  carreocy  iitgtriea  of  tlic  UuiUd  Statea  in 
^ran  in  two  ArUctu  of  the  "  Seoltman."  Not.  21  ud  SI,  1S5S.  Boo  alio  '■  The 
t)ngra4  0/  AnKtita,  bf  Jolin  Mocgregor,  Etq..  H.?.,  lol.  2.  p.  1708. 
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Philadelphia  wanted  western  notes  for  any  purpose  of  use, 
and  nobody  was  disposed  to  travel  600  or  700  miles  to  request 
the  cashiers  of  the  Western  States  to  pay  their  notes,  or  in 
those  States  in  which  security  had  been  given  to  require  the 
comptroller  to  sell  the  pledged  securities  and  pay  them  the 
money  produce.  Moreover,  every  one  knew  that  it  was  physically 
impossible  in  either  case  to  obtain  the  amount  in  money, 
for  there  was  no  currency  in  which  the  pledged  property  when 
sold  could  have  been  paid,  except  Baiik  notes  resting  on  securi- 
ties, or  on  the  mere  promise  of  the  banker."  In  the  meantime, 
the  usual  effects  followed,  specie  disappeared  from  circulation. 
The  extended  paper  issues  led  the  Americans  to  order  immense 
quantities  of  goods  from  Europe,  and,  prices  being  very  high 
from  the  bloated  paper  currency,  they  could  send  no  goods  in 
return  to  pay  for  them.  For  some  time  they  sent  over  great 
quantities  of  their  stock,  but  this  became  superabundant,  and  at 
last  no  one  in  Europe  would  buy  it.  It  became  necessary  then 
for  them  to  pay  their  debts  in  specie;  but  specie  there  was  none. 
In  1837  all  the  Banks  in  America,  without  exception,  stopped 
payment.  The  general  suspension  began  at  New  York  on  the 
11th  May,  and  spread  in  every  direction.  In  May,  1838,  the  New 
York  banks  resumed  specie  payments;  which  were  followed  by  all 
the  New  England  banks  in  August,  1838.  This  was  followed  by 
the  banks  in  Philadelphia,  and  on  the  Ist  January,  1839,  the  banks 
throughout  the  Union  professed  to  do  so.  No  sooner,  however, 
were  they  set  up  again  than  they  resumed  the  same  wild  opera- 
tions on  credit,  and  on  9th  October,  1839,  out  of  850  banks  in  the 
Union,  843  suspended  payment  entirely,  and  62  partially.  On 
this  occasion  the  New  England  banks  were  honourably  distin- 
guished; they  had  gathered  wisdom;  and  out  of  198  banks  in  New 
York,  only  four  stopped;  whereas,  in  the  Southern  and  Western 
States,  about  two  out  of  three  stopped.  The  United  States  Bank, 
with  a  paid  up  capital  of  £7,000,000,  was  found  to  be  utterly 
insolvent;  its  shares,  which  were  at  123  ^^dollars  on  the  14th 
August,  1838,  were  at  3  dollars  in  January,  1842.  This  was  the 
fifth  grand  experiment  of  Lawism,  pure  and  unadulterated,  on 
the  most  magnificent  scale,  and  such  was  the  result! 

33.    All  ideas,  therefore,  of  basing  a  paper  currency  upon  pro- 
perty, or  commodities,  are  essentially  erroneous,  and  can  have  no 
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other  possible  termination,  if  only  carried  out  to  their  legitimate 
GonseqneuccG,  that  what  happened  in  France  in  179G,  and 
America  in  1887-9.  There  is  one  apecicB  of  property,  howeYcr, 
which,  from  its  being  more  nearly  confounded  with  money  in 
the  pnblic  ideas  than  any  otlier,  is  BK]>poBed  by  many  perBons, 
who  would  repudiate  any  imputation  of  being  disciples  of  I,aw, 
to  be  a  sound  baaie  for  a  pajier  currency.  This  property  is  pubiiu 
stock.  A  very  prevalent  idea  is,  that  all  banks  of  issue  sliould 
give  security  by  parchasing  the  public  funds,  and  then  deposit 
the  atot'k  with  a  Government  officer.  But  what  is  thin  but 
the  wildest,  rankest,  and  most  odions  Lawism  ?  The  rule  that 
is  good  for  one  ia  good  for  all.  If  the  public  funds  are  a 
proper  basis  for  £1,000  of  paper  currency,  they  renst  of  neces- 
sity be  a  good  basis  to  their  whole  extent.  If  one  bank  or 
banker  is  allowed  to  isaue  paper  on  the  security  of  Ktock, 
every  other  one  must  be  permitted  to  do  the  same,  until  the 
whole  funded  debt  of  Great  Britain  is  coined  into  jiaper  nol«s. 
If  £100  of  public  debt  is  coined  into  £100  of  notes,  wc  must,  by 
an  irresistible  conclusion,  have  £800,000,000  of  public  debt 
coined  into  an  equal  quantity  of  notes.  The  principlea  of  basing 
a  paper  currency  npon  land,  and  upon  the  pubhc  funds,  are 
abeolutely  identical,  and  equally  vicious.  To  permit  a  man  to 
spend  his  money  in  buying  part  of  the  public  debt,  and  to  fuive 
it  as  well,  in  the  form  of  notes,  is  as  rank  an  absurdity  as  to 
permit  him  to  spend  it  in  land,  and  also  have  it  as  notes. 
The  only  advantage  one  bas  over  the  other  is,  that  the  funds  are 
more  easily  convertible  into  money  than  laud  is.  The  same  is 
true  of  a  nation  aa  an  individual — that  a  nation  can  iqiend  its 
money  in  destroying  ita  enemies  and  hatv  it  too  as  bank  notes, 
or  "cnrrency,"  is  a  wild  and  mischievous  delusion. 

34.  The  drift  of  these  remarks  is  evident.  The  whole  consti- 
tntion  of  the  Bank  of  England  is  fundumcn tally  vicious.  It  is  aa 
complete  an  example  of  pure  Lawism  as  the  French  asaiguats, 
or  the  American  banks.  It  gave  its  original  capital  to  Govern- 
ment, and  then  was  allowed  to  have  it  in  the  form  of  notes. 
The  firat  public  debt  was  Bank  of  England  stock,  and  for  several 
of  the  early  additions  to  its  capital,  i.  e.,  the  public  debt,  i  t  was 
allowed  to  issue  notes  to  the  exact  amount  of  ite  capital,  and 
this  permission  still  continues.    Now,  if  this  system  hud  been 
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carried  oat  to  its  legitimate  conclusion,  the  National  Debt  and 
the  capital  of  the  Bank  of  England  would  have  been  the  same 
thing,  and  the  paper  notes  of  the  Bank  would  have  been  nearly 
£800,000,000.  When  it  was  founded  the  nation  thought  they 
might  spend  £1,200,000  in  destroying  the  French,  and  hare 
them  too  as  Bank  notes.  But,  if  this  principle  had  been  carried 
out  much  further,  it  would  have  ended  in  fatal  and  uniTersal 
ruin. 

85.  The  fundamental  principle  of  the  Bank  of  England  was, 
therefore,  as  erroneous  as  that  of  the  Mississippi  scheme,  the 
Ayr  Bank,  the  French  assignats,  or  American  banking;  but  as, 
in  all  these  cases,  the  mischief  is  not  developed  until  the  issues 
exceed  a  certain  limit,  the  radical  vice  of  the  Bank  of  England 
has  been  prevented  ^m  producing  its  inevitable  consequences 
by  rigidly  restraining  it  to  that  single  instance.  But,  then,  this 
vice  was  kept  down  by  a  most  unjustifiable  monopoly,  which  was 
the  chief  cause  of  those  tremendous  banking  catastrophes  which 
have  desolated  England,  and  which  has,  until  of  late  years, 
prevented  a  sound  banking  system  being  founded. 

On  the  Theory  of  hosing  a  Paper  Currency  on  the  Discount 

of  Commercial  Bills, 

86.  We  trust  that  the  preceding  remarks  are  absolutely  con- 
clusive as  to  the  fundamental  fallacy  of  Lawism  of  all  forms  and 
descriptions,  by  which  we  mean,  the  theory  of  basing  issues  of 
paper  on  property,  or  commodities,  whether  the  public  funds,  or 
land,  or  any  moveable  goods.  We  must  now  examine  a  much 
more  subtle  and  plausible  theory,  which  was  the  guiding  principle 
of  the  Bank  of  Ireland  and  the  Bank  of  England  during  the 
restriction,  and  which  was  adhered  to  by  a  large  majority  of  the 
commercial  world ;  nor  are  we  aware  of  any  refutation  of  it  on 
philosophical  grounds,  except  the  one  in  the  Bullion  Report, 
which  we  shall  quote  and  comment  upon.  This  theory  was  first 
prominently  brought  forward  before  the  Committee  on  the  Irish 
Currency  in  1804,  and  we  have  quoted  it  elsewhere.  The 
Bullion  Committee  express  it  in  the  following  words : — 

"  The  Bank  directors,  as  well  as  some  of  the  merchants  who 
have  been  examined,  shewed  a  great  anxiety  to  state  to  your 
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Committee  a  doctrine,  of  the  trnUi  of  which  they  professed 
themselveH  to  be  most  thoroughly  convinced — that  there  can  be 
no  possible  excess  in  tlie  issue  of  Bank  of  England  paper,  so 
long  as  the  advances  in  which  it  is  issued  are  made  n]>on  the 
principles  which  at  present  guHe  the  conduct  of  the  directors; 
that  is,  so  long  as  the  discounU  of  mercantile  bills  are  confined 
to  paper  of  undonbted  solidity,  arising  out  of  real  commercial 
transactions,  and  payable  at  short  and  fised  periods." 

37.  The  gerro  of  this  doctrine  is  to  be  found  in  Adam  Smith; 
who  says — "  WTieu  a  bank  discotuits  to  a  merchant  a  real  bill  of 
exchange,  drawn  by  a  real  creditor  npon  a  real  debtor,  and 
which,  as  soon  as  it  becomes  due,  is  really  paid  by  that  debtor. 
it  only  advances  to  him  a  part  of  the  value,  which  he  would 
otherwise  be  obliged  to  keep  by  bim  unemployed,  and  in  ready 
money  for  answering  occasional  demands."  It  was  tirst  promi- 
nently brought  forward  as  a  practicil  rule  by  the  Irisli  Bank 
directors,  in  1801.  The  Committee  of  that  year  did  not  attempt 
to  deal  with  this  theory;  but  the  witnesses  examined  before  the 
BulUon  Committee  re-produced  it,  and  alleged  that  it  was  the 
principle  by  which  the  Bank  of  England  regulated  its  isBuea 
during  the  restriction.  The  directors  of  the  Bank  allowed  that, 
before  the  restriction,  they  were  compelled  to  regulate  their 
issues  by  a  drain  of  gold  on  them  for  exportation;  wheu  that 
check  was  removed,  the  controlling  power  was  lost;  and,  indeed, 
one  of  the  directors  stated  that,  in  his  opinion,  that  was  one 
great  merit  of  the  restriction  ;  that  they  were  no  longer  obliged 
to  adhere  to  their  former  rules.  The  Bullion  Committee,  how- 
ever, decidedly  condemned  these  opinions.  They  say,  speaking  of 
the  consequencea  of  the  Restriction  Act: — 

"  By  far  the  most  important  of  thtse  consequences  is,  that 
while  the  convertibility  into  specie  no  longer  exists,  as  a  check  to 
an  over-issue  of  paper,  the  Bank  directors  have  not  perceived 
that  the  removal  of  that  clieck  rendered  it  impossible  that  such 
an  excess  might  be  issued  by  the  discount  of  perfectly  good  billg. 
Bo  far  from  perceiving  this,  your  Committee  have  siiewn  that 
they  maintain  the  contraiy  doctrine  with  the  utmost  confidence  ; 
however,  it  may  be  qualified  oecaaionally  by  some  of  their  ex- 
pressions. That  this  doctrine  is  a  very  fallacious  one,  your 
Committee  cannot  entert^n  a  doubt.    The  fallacy  u]xin  which  it 
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is  founded,  lies   in  not  distinguishing  between  an  advance   of 
capital  to  merchants  and  an  additional  supply  of  currency  to  the 
general  mass  of  circulating  medium.    If  the  advance  of  capital 
only  is  considered  as  made  to  those  who  are  ready  to  employ  it 
in  judicious  and  productive  undertakings,  it  is  evident  that  there 
ne^  be  no  other  limit  to  the  total  amount  of  advances  than 
what  the  means  of  the  lender  and  his  prudence  in  the  selection 
of  borrowers  may  impose.    But,  in  the  present  situation  of  the 
Bank,  entrusted,  as  it  is,  with  the  function  of  supplying  the  public 
with  that  paper  currency  which  forms  the  basis  of  our  circulation, 
and,  at  the  same  time,  not  subjected  to  the  liability  of  converting 
the  paper  into  specie,  every  advance  which  it  makes  of  capital 
to  the  merchant  in  the  shape  of  discount,  becomes  an  addition 
also  to  the  mass  of  circulating  medium.    In  the  first  instance, 
when  the  advance  is  made  by  notes  paid  in  discount  of  a  bill,  it 
is  undoubtedly  so  much  capital,  so  much  power  of  making  pur- 
chases, placed  in  the  hands  of  a  merchant  who  receives  the  notes; 
and,  if  these  hands  are  safe,  the  operation  is  so  far,  and  in  this, 
its  first  step,  useful  and  productive  to  the  public.    But  as  soon 
as  the  portion  of  circulating  medium  in  which  the  advance  was 
thus  made,  performs  in  the  hands  of  him  to  whom  it  was  ad- 
vanced, this,  its  first  operation  as  capital — as  soon  as  the  notes 
are  exchanged  by  him  for  some  other  article  which  is  capital, 
they  fall  into  the  channel  of  circulation,  as  so  much  circulating 
medium,  and  form  an  addition  to  the  mass  of  currency.    The 
necessary  effect  of  every  such  addition  to  the  mass  is  to  diminish 
the  relative  value  of  any  given  portion  of  that  mass  in  exchange 
for  commodities.    If   the  addition  were  made    by  notes  con- 
vertible into  specie,  this  diminution  of  the  relative  value  of  any 
given  portion  of  the  whole  mass  would  speedily  bring  back  upon 
the  bank  which  issued  the  note  as  much  as  was  excessive.     But 
if  by  law  they  are  not  so  convertible,  of  course,  this  excess  will 
not  be  brought  back,  but  will  remain  in  the  channel  of  circulation, 
until  paid  in  again  to  the  bank  itself,  in  discharge  of  the  bills 
which  were  originally  discounted.     During  the  whole  time  they 
remain  out,  they  perform  all  the  functions  of  circulatiug  medium, 
and  before  they  come  to  be  paid  in   discharge  of  those  bills, 
they  have  already  been  followed  by  a  new  issue  of  notes,  in  a 
similar    operation    of    discounting.      Each    successive  advance 
repeats  the  same  process.    If  the  whole  simi  of  discounts  con- 
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tinacB  outstanding  at  a  given  amount,  tliore  will  remain  perma- 
nently ont  in  circulation  a  corresponding  amount  of  pajier;  and 
if  tlje  amount  of  diBcotmts  is  progreeflively  iuurouaing,  the  amount 
of  jKiper  which  remains  out  in  circnlatiou  over  and  abovo  what 
is  wanted  for  the  occaaiona  of  the  public,  will  progreesively  in- 
crease alflo;  and  the  money  prices  of  commodities  will 
progressively  rise.  This  progress  may  be  as  indefinite  as  tlie 
range  of  speculation  and  adTentnre  in  a  great  commercial 
country," 

88.  Such  ia  the  reasoning  of  the  Bullion  Report,  to  shew  the 
fallacy  of  the  rule  of  the  directors.  We  are  not  aware  of  any 
other  attempt  to  refute  it,  so  elaborate  as  the  one  given.  The 
conclusions  are  perfectly  just,  but  the  espressions  are  in  some 
respects  ambiguous,  in  some,  inaccmute;  and,  altogether,  the 
reasoniug  is  inadequate  to  effect  its  purpose  of  demonstrating 
the  fallacy  of  the  doctrine.  In  the  tirat  place,  the  expression 
"  good  bills"  is  one  which  we  shall  shew  ia  full  of  fallacy.  The 
Report  has  further  been  clouded  by  the  false  distinction  between 
"capital"  and  "circulating  medium."  Again,  it  says  the 
necessary  effect  of  every  addition  to  the  mass  of  the  cnrrency, 
is  to  diminish  the  value  of  the  whole,  whicli  assertion  is  entirely 
erroneous,  because  the  value  ef  the  currency  ia  always  propor- 
tionate to  the  work  which  it  has  to  do;  and  it  is  only  a  change 
in  the  proportion  between  the  currency  and  the  work  that  it  has  to 
do.  that  causes  a  change  in  its  valne.  The  Committee  were 
further  in  great  error  in  supijosiug  that  so  small  an  amount 
as  could  be  added  to  tlie  circulating  medium  in  so  short  a  time  as 
dunng  the  cuiTcncy  of  tlie  bills  tliat  were  discounted,  could  have 
any  general  effect  on  prices. 

39.  We  shall  find  that,  by  storting  from  our  fundamental 
definition  of  currency,  as  transferable  debt,  and  that  the  value 
of  the  currency  depends  ui>ou  the  quantity  of  transferable  debt 
which  it  represents,  tlio  fallnt-y  of  this  tlieory  cau  be  demon- 
strated with  great  ease  and  simplicity,  and  the  miscliievoua 
consequences  which  followed  from  it  explained.  ^Mien  the 
merchant  A  comes  to  the  Bank  to  di*rount  the  acceptance  of  B, 
it  is  a  6(Je  of  the  debt  to  the  bank.  The  bank  buys  a  debt 
payable  at  a  fixed  time  aft«r  date,  with  iU  notes,  which  are  ta 
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many  small  debts  payable  to  bearer  on  demand,  while  the  notes 
are  convertible.  The  transaction  is  simply  an  exchange  of 
debts.  At  the  appointed  time  it  is  B's  dnty  to  take  a  quantity  of 
cnrrency  to  the  bank,  and  discharge  his  debt.  He  does  this, 
either  in  coin,  or  in  the  bank's  own  notes.  If  he  pays  his  own 
debt  by  the  bank's  notes,  it  is  simply  a  re-exchange  of  debts 
between  him  and  the  bank;  he  extinguishes  his  own  debt  to  the 
bank  at  the  same  time  an  equal  quantity  of  the  bank's  debt  is 
taken  out  of  circulation  and  extinguished;  consequently,  the  pro- 
portion existing  previously  between  the  currency  and  the  quantity 
of  debt  it  represents,  remains  unaltered.  If  the  merchant 
discharges  his  debt  partly  in  coin  and  partly  in  bank  notes,  or 
wholly  in  coin^  the  same  result  follows ;  the  notes  which 
remain  out  in  circulation  still  represent  the  same  amount  of 
capital.  But  let  us  suppose  that  the  acceptor  fails  to  meet 
his  engagement,  and  cannot  pay  his  debt.  Then  the  debt 
due  io  the  bank  is  lost  and  extinguished;  but  the  debt  agaiiut 
the  bank  remains;  and  the  bank,  whilst  the  notes  are  payable  to 
bearer  on  demand,  must  pay  this  debt  out  of  its  remaining 
capital.  Still,  however,  though  this  is  loss  of  capital  to  the 
bank,  as  the  notes  are  taken  out  of  circulation,  the  value  of  the 
notes  remaining  in  circulation  will  not  be  aflFected.  But  now  let 
us  suppose  the  notes  to  be  inconvertible,  then,  as  before,  if  the 
acceptor  pays  the  debt,  the  notes  will  be  taken  out  of  circulation, 
and  extinguished  simultaneously  with  the  debt  which  they  pur- 
chased, and  the  value  of  those  remaining  in  circulation  will  not 
be  altered.  But  suppose  that  the  acceptor  fails,  and  cannot  pay 
his  debt,  then  that  debt  is  extinguished,  but  the  notes  which 
*  purchased  it  remain  in  circulation,  and  are  a  mere  addition  to 

the  circulating  medium  already  existing,  without  any  corres- 
ponding addition  to  the  debt  or  capital  which  it  represents.  It 
would  have  exactly  the  same  practical  effects  as  if  for  every  good 
bill  of  £1,000  the  bank  were  to  issue  an  excess  of  currency,  say 
£1,500,  for  example,  and  when  the  bill  was  paid  only  £1,000 
would  be  taken  out  of  circulation,  and  the  remainder,  £500, 
would  remain  in  circulation.  This  residuum,  as  we  may  call  it, 
would  go  in  diminution  of  the  value  of  the  remainder,  exactly  in 
the  same  way  as  a  constant  increase  to  the  gold  currency  would 
gradually  cause  a  diminution  in  its  value.  Every  such  operation, 
therefore,  alters  the  proportion  between  the  currency  and  the 


I  as,  iO.]  REFUTATION    OF    THIS   TBEORV. 


367 


capital,  or  the  debt  it  represente;  and  though,  no  doubt,  &  few 
nnauccesslTil  operatiouB  of  this  aort  would  Dot  hare  any 
fieoaible  effect  in  changing  ita  value,  yet  a  repeated  sncceasion  of 
them  mnst  necessarily  do  bo  ultimately,  jnst  as  adding  a  drop  to 
water  in  a  bucket  may  not  perceptibly  increase  the  height  of 
the  water,  yet  a  contiuued  series  of  drops  will  at  length  caoae 
the  water  to  overflow  the  bueket;  so  a  continued  series  of 
such  operations  nuder  an  inconvertible  paper  corrency  must 
necessarily  result  in  a  serious  diminution  in  tiie  value  of  the 
whole. 

40.  But  it  may  happen,  that  even  though  the  merchant  pays 
his  debt,  and  no  loss  of  capital  ensues  to  the  bank,  yet  it  may  be 
B  loss  of  capital  to  him.  Thus,  when  he  bought  the  goods  on 
credit,  and  gave  his  aceeptance  for  them,  which  wits  purchased 
by  the  bank,  he  meant  to  employ  those  goods  as  mpital,  that  ia, 
he  bought  them  merely  for  the  purpose  of  selLng  them  ^ain, 
with  a  profit.  If  he  succeeds  in  this  object,  and  sells  tbom  to 
advantage,  he  pays  his  acceptance  out  of  the  proceeds  realised 
by  the  goods,  and  his  capital  ia  increased  more  or  less,  according 
to  the  greater  or  less  advantage  he  sells  them  at.  But  if  he  hag 
mode  a  miscalcnlation,  and  sells  the  goods  at  a  loss,  he  mnst  still 
make  good  his  debt  to  the  bank,  ont  of  his  remaining  capital: 
and  such  a  transaction  is  a  loss  of  capital  to  him.  But  every 
loss  of  capital  to  an  individual  is  a  loss  of  capital  to  the  whole 
oommnnity.'  And  the  great  general  result  to  the  community  is 
absolutely  the  same,  whether  the  loss  of  capital  falls  upon  the 
individnal  or  upon  the  bank.  The  capital  of  the  nation  ia 
diminislied,  but  the  cuneucy  remains  the  same.  Coosciinently, 
every  unsuccessl'ul  operation  in  trade  alters  the  proportion 
between  the  quantity  of  the  currency  and  the  quantity  of 
the  debt,  or  the  capital  it  represents ;  and,  therefore,  every 
nnsuccessful  operation  necessarily  tends  to  diminish  the  Toloa 
of  the  whole  corrency,  unless  some  means  can  bo  devised 
by  whicli  a  quantity  of  currency  can  be  removed  from  cir- 
culation corresponding  to  the  loss  of  capital.  Now,  the 
diminution    in    the    value    of   the    currency    inevitably    shews 

■  J,  B.  Hay  hns  itlio  remarked  thia  :— "  On  man 
i  la  proipmlt'  grnrintl  qa'im  diuipstviir." — Trait 
Edit.  a<tIla<<iHiii. 
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itself  in  process  of  time,  bj  a  general  rise  in  prices,  it  may 
do  so  gradually  and  imperceptibly  at  first — in  the  hourly 
variations  of  prices,  it  maj  not,  pertiaps,  be  perceiTed  at  first; 
jnst  as  when  the  waves  are  breaking  npon  the  shore,  it  is  impos- 
sible to  tell  whether  the  great  tide  is  advancing  or  receding;  but 
if  it  continues  for  any  length  of  time,  all  traders  begin  to  feel  it 
instinctively.  It  is  impossible,  perhaps,  to  point  out  the  precise 
influence  in  any  particular  transaction;  but  yet  it  makes  itself 
felt  in  commercial  operations  by  a  general  rise  in  prices.  The 
feet  is,  that  when  the  operation  was  done,  and  the  prodnction 
exposed  for  sale,  it  was  expected  and  calculated  that  a  certain 
portion  of  currency  would  be  appropriated  to  its  purchase.  But» 
if  people  do  not  want  the  article,  they  will  not  appropriate  that 
portion  of  currency  to  its  purchase;  the  producer  loses  his 
capital,  and  the  currency  remains  in  circulation.  And  the  in- 
creased quantity  of  it  gradually  enters  into  the  prices  of  other 
commodities,  aggravating  them,  and  swelling  them  up.  Now, 
when  this  is  the  case,  when  the  currency  is  made  of  a  material 
which  has  a  universally  acknowledged  value,  nature  herself  pro- 
vides the  remedy.  When  commodities  rise  in  price  in  this 
country  beyond  their  prices  in  foreign  countries,  besides  the  cost 
of  transporting  them  here,  they  will  be  imported  and  the  extra 
quantity  thrown  upon  the  market  diminishes  their  price,  both  by 
altering  the  ratio  of  supply  and  demand,  as  well  as  by  removing 
the  quantity  of  currency  necessary  to  pay  for  them  from  circu- 
lation, until  the  general  equilibrium  is  again  restored  between 
prices,  currency,  and  capital.  But,  if  the  currency  be  made  of  a 
material  which  has  no  value  whatever,  like  paper,  this  great  re- 
storing process  of  nature  cannot  take  place.  The  quantity  of 
currency  remains  the  same,  while  the  debt  it  represents  is 
diminished.  The  consequence  is,  a  general  diminution  in  value 
of  the  whole  currency — all  the  portion  of  the  currency  which  has 
no  value  as  a  material  is  driven  out  of  circulation;  tJien  follows 
a  great  rise  in  the  market  price  of  bullion,  and,  a  necessary 
consequence,  a  fall  in  the  foreign  exchanges. 

41.  The  foregoing  considerations  enable  us  to  affix  a  definite 
and  specific  meaning  to  a  phrase  which  is  now  in  constant  use, 
but  which  we  have  never  yet  seen  any  attempt  to  explain.  All 
discussions  upon  currency  are  full  of  misty  and  vague  expressiouB 
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about  ''  excessive  issues,'*  *' over-issues,"  but  we  have  never  seen 
any  atteinpt  to  define  what  an  "over-issue"  is.  Now,  "over- 
issues "  in  general,  must  consist  of  specific  instances  of  "  over- 
issue "  in  particular  cases.  Where  is  the  use  or  the  sense  of 
casting  vague  and  indefinite  accusations  against  the  Bank  of 
making  "excessive  issues,"  unless  the  person  who  makes  the 
charge  is  prepared  to  point  out  specifically  which  issues  are  ex- 
cessive, and  which  are  not  ?  Now,  the  meaning  which  we  affix 
to  an  "  excessive  issue,"  or  an  "  over-issue,"  is  an  advance  upon 
an  unsuccessful  operation,  or  the  "purchase  of  a  bad  debt.** 
Every  quantity  of  currency  advanced  to  promote  an  unsuccessfol 
operation,  or  which  purchases  a  bad  debt,  alters  the  proportion 
between  the  currency  and  the  debt,  or  the  capital  it  represents. 
Each  specific  instance,  then,  of  such  an  operation,  is  an  "  over- 
issue," and  the  expression  "  over-issue,"  or  "  excessive  issue,"  has 
no  other  meaning. 

42.  The  foregoing  considerations  also  shew  the  complete 
fallacy  of  the  theory  we  have  been  discussing,  of  issuing  notes 
upon  "  good  bills."  In  a  banker's  sense,  a  "  good  bill "  means 
simply  a  bill  which  is  duly  paid  by  the  proper  party  at  maturity. 
It  is  not  the  smallest  consequence  to  him,  whether  the  transac- 
tion out  of  which  the  bill  originated  is  a  profit  or  a  loss  to  the 
person  who  incurred  the  obligation,  as  long  as  he  is  paid.  But 
if  the  expression  "  good  bill "  be  taken  in  a  more  extended 
and  philosophical  sense,  to  denote  a  bill  upon  which  it  is  safe 
to  issue  currency,  it  is  a  very  different  matter  indeed,  for 
then  a  "  good  bill "  can  only  mean  one  generated  by  a  successful 
operation. 

43.  It  is  not  a  little  remarkable  that  Adam  Smith  adopts  both 
the  theories  of  paper  currency,  which  have  imposed  so  exten- 
sively on  the  banking  and  mercantile  world,  and  that  within  a 
very  few  pages  of  each  other.  The  one  theory,  that  which  the 
Bank  Directors  and  merchants  adopted  in  1810  ;  the  other,  which 
is  the  great  currency  Macy  of  the  present  day.  The  two 
theories  are  utterly  irreconcilable  and  inconsistent  with  each 
other;  the  one  necessarily  leads  to  the  most  excessive  over-issues 
and  depreciation  of  the  paper  currency ;  the  other,  if  carried  out 
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ill  all  its  integrity,  would  be  utterly  destractiYe  of  the  buaneaB  of 
banking. 

44.  What  then  is  the  only  true  foondaticm  of  a  paper  cor- 
rency?  Eyery  consideration  of  aoimd  reasoning  and  scienoey 
proyes  that  the  only  tme  foundation  of  a  paper  cnrrenir^  is  that 
substance  which  Ib  the  l^al  or  the  uniyersally  accepted  represen- 
tatiye  of  Debt,  «.  e.,  of  services  due,  whatever  that  sobstanoe  be. 
Now,  among  all  civilized  nations,  gold  or  silver  bullion  is  the 
adknowledged  representative  of  debt  Consequently,  gold  aft 
sQver  bullion  is  the  only  true  basis  of  a  paper  current^.  Among 
all  civilised  nations  the  toeighi  of  bullion  is  the  a^knowUdgod 
measure  of  value,  and,  consequently,  bnllion  Ib  the  only  true 
basis  of  the  '^  promises  to  pay."  Many  unthinking  persoDS 
declaim  against  the  absurdity  of  founding  a  paper  coirenc^ 
upon  the  commodity  of  gold  bullion  rather  than  any  otiber  com- 
modity, such  as  wheat,  or  silk,  or  sugar.  But  it  is  not  as  a 
commodity  that  bullion  is  the  basis  of  a  paper  currency,  but  as 
the  substance  which  is  the  accepted  representative  of  debL  It 
would  be  perfectly  possible  to  make  a  yard  of  broadcloth,  or  a 
Dutch  cheese,  the  symbol  of  debt,  and  the  measure  of  value; 
then  broadcloth  or  Dutch  cheeses  would  be  the  only  true  basis  of 
a  paper  currency  ;  and  to  issue  paper  upon  the  basis  of  bullion 
would,  in  such  a  case,  be  as  improper  as  to  issue  paper  on  the 
basis  of  broadcloth,  or  Dutch  cheeses,  under  existing  drcum- 
stances.  But  all  nations  are  agreed  that  bullion  is  better  fitted  by 
nature  for  such  a  purpose  than  broadcloth,  or  Dutch  cheeses; 
and,  consequently,  as  it  seems  to  be  the  substance  pointed  out  by 
natmre  herself  for  represeating  debt;  it  is  the  substance  which 
forms  the  only  true  basis  of  a  paper  currency. 

45.  Bullion,  then,  as  the  symbol  of  debt»  is  not  only  the  sole 
proper  basis  of  a  paper  currency,  but  is  the  only  true  regulator 
of  its  amount.  As  all  paper  currency  is  a  '^  promise  to  pay " 
gold  or  silver  bullion  at  some  definite  time,  it  is  quite  evident 
that  the  **  promises  to  pay  "  fioating  in  a  nation  must  bear  some 
proportion  in  quantity  to  the  actual  quantity  of  the  bullion.  It 
is  quite  impossible  to  fix  any  definite  proportion,  because  that 
depends  upon  a  multitude  of  peculiar  circumstances.  Experienoe 
is  the  only  guide  on  the  subject. 
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46.  Specie  and  credit,  or  money  and  promises  to  pay  money, 
then,  form  the  only  true  circulating  medium  or  currency,  and 
they  are  its  limits.  If  the  limits  of  specie  and  credit  are  onoe 
transgressed,  we  plunge  at  once  into  the  dread  ahyss  of  Lawism, 
and  there  is  no  logical  goal  till  we  arrive  at  the  assignats  of  1796, 
or  the  issues  in  America  in  1837;  and  even  these  did  not  reach 
the  full  limits  allowed  by  the  theory.  It  is  impossible  to  exceed 
the  boundaries  of  money  and  credit  by  a  single  iota,  without 
involving  this  absurdity — that  tve  can  buy  a  thing  and  keep  the 
price  of  it  as  well, 

47.  Money  and  credit,  then,  must  always  increase  and  decrease 
together.  If  a  man's  real  capital  is  reduced  from  £1,000  to  £100, 
it  is  quite  clear  that  he  cannot  safely  keep  in  circulation  as  many 
'^ promises  to  pay"  as  when  he  had  £1,000,  and  if  his  real 
capital  is  leaving  him,  he  must  reduce  his  liabilities  in  a  similar 
proportion.  If  he  chooses  to  spend  £500  in  buying  commodities, 
such  as  com,  it  is  quite  clear  he  cannot  spend  the  money,  buy 
the  commodity,  and  have  the  price  as  well.  Now,  what  is  true 
of  a  single  individual  is  equally  true  of  a  bank,  or  of  a  nation. 
When  an  ordinary  bank  feels  a  drain  upon  its  bullion,  it  must 
reduce  its  habilities,  its  **  promises  to  pay,"  or  else  the  ruin  of 
that  bank  is  certain.  Now,  some  people  think,  that  though  this 
must  be  true  of  private  banks,  yet  it  is  the  reverse  of  true  applied 
to  the  Bank  of  England,  and  that,  as  its  bullion  decreases  it 
ought  to  increase  its  issues.  Sir  Archibald  Alison  frequently 
reminds  us  of  the  truism  that  the  same  great  law  regulates 
the  fall  of  a  pebble  and  the  motion  of  the  planets.  So  we  may 
say  that  the  same  great  law  regulates  the  relations  between  the 
credit  and  the  capital  of  the  humblest  individual,  the  smallest 
bank,  the  Bank  of  England,  and  the  British  nation.  Some  people 
think  that  as  capital  decreases  credit  should  increase.  What 
makes  the  credit  of  Great  Britain  so  great?  Because  her  capital 
is  so  great.  Why  is  the  credit  of  Russia  so  low?  Because  her 
capital  is  so  small. 

48.  The  operation  of  reducing  "issues"  or  "advances,"  is 
always  one  which  will  excite  much  complaint,  and  requires  to  be 
done  with  much  delicacy;  and,  indeed,  the  great  problem  in 
regulating  the  paper  currency,  is  to  discover  the  true  mode  of 
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acting  upon  it,  so  as  on  the  one  hand  to  maintain  always  its  ani- 
fonnitj  in  valne  with  the  coin  it  represents,  and  on  the  other  not 
to  contract  it  too  suddenly  and  violently,  and  without  giving  the 
public  sufficient  warning  to  enable  them  to  reduce  their  liabilittes 
in  projiortion. 

49.  From  the  amazing  confasion  of  language  and  thongfat 
which  pervades  almost  all  treatises  on  monetary  science,  the  plain 
and  obvious  method  of  controlling  the  paper  currency  has  ahnost 
entirely  eluded  observation.  No  person  who  apprehended  Oie 
true  nature  of  banking,  and  expressed  it  in  simple  language, 
could  fail  to  see  the  natural  controller.  The  main  business  of 
commercial  banking  is  discounting  mercantile  bills — ^that  is,  buying 
debts.  Discounting  a  bill  for  a  merchant  is  not  Unding  him 
money  but  buying  a  debt  due  to  him;  and  the  price  of  such  debt 
must  follow  exactly  the  same  laws  as  the  price  of  com,  or  any 
other  article.  If  money  is  very  scarce,  and  wheat  very  abundant, 
the  price  of  wheat  must  fall ;  if  money  is  very  abundant,  the 
price  of  wheat  will  rise.  The  price  of  debts  obeys  the  same 
rules.  If  money  becomes  very  scarce,  the  price  of  debts  must 
fell,  f.  e.,  the  discount  must  rise.  If  specie  becomes  abundant 
the  price  of  debts  will  rise,  *.  p.,  the  discount  will  fall.  The  price 
of  debts,  then,  must  follow  the  same  great  laws  of  nature  that 
the  price  of  wheat  does.  Now,  does  not  every  man  of  common 
sense  know  that  it  is  the  most  foolish  and  insane  thing  to  try 
to  control  the  price  of  wheat?  As  we  have  shewn  in  another 
place,  it  is  not  the  fluctuation  of  the  price  of  wheat  that 
is  the  evil,  but  it  is  only  the  sign  of  evil.  The  real  evil  is  the 
change  in  the  proportion  of  the  demand  and  supply,  and  the  fluc- 
tuation of  the  price  is  the  grand  natural  corrector  of  the  eviL 
Does  not  every  one  know  that  a  high  price  of  com  is  the  way  to 
attract  corn  where  it  is  deficient,  and  a  low  price  the  way  to  repd  it 
from  where  it  is  already  too  abundant?  Does  not  every  one  with 
conmion  sense  know  that  it  is  the  most  fatal  folly  to  force  down 
the  price  of  wheat  when  there  is  a  real  scarcity,  and  to  sell  it 
below  the  price  it  would  naturally  attain?  Can  any  course  be 
more  suicidal? 

50.  Now,  apply  aU  the  arguments  which  suggest  themselves 
EO  irresistibly  in  the  case  of  wheat  to  the  case  of  credit,  or  the 
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purchase  of  debts^  and  the  same  results  follow.  The  same 
great  law  of  nature  operates  to  preserve  the  due  proportion 
between  specie  and  credit^  and  any  interference  with  this  great 
law  mnst  necessarily  be  attended  with  the  same  evil  consequences 
as  an  interference  with  the  natural  price  of  wheat.  And  yet 
almost  all  legislation  up  to  a  very  recent  period,  and  almost  all 
writers  on  political  economy,  and  too  many  of  the  commercial 
world,  were  in  a  perverse  combination  to  thwart  this  great  law 
of  nature,  and  attempt  to  keep  the  rate  of  discount,  or  the  price 
of  debts,  fixed  at  a  uniform  scale  I 

51.  While,  therefore,  the  greater  part  of  commercial  com- 
plaints are  levelled  against  variations  in  the  rate  of  discount  as 
the  great  evil,  the  truth  is,  it  is  only  the  sign  of  the  evil.  The 
real  evil  is  the  altered  proportion  between  specie  and  credit,  and 
a  variation  in  the  rate  of  discount  is  the  grand  natural  corrector 
of  the  evil.  To  attempt  to  keep  the  rate  of  discount  uniform,  is 
to  thwart  and  contravene  the  laws  of  nature  just  the  same  as  an 
attempt  to  fix  the  price  of  wheat.  Like  all  true  laws  of  nature, 
the  simplicity,  beauty,  and  perfection  of  its  action  is  marvellous, 
and  it  produces  a  multitude  of  results  which  are  not  perhapa 
very  obvious  at  first.  If  specie  is  leaving  the  country  and  be- 
coming scarce  compared  to  credit,  every  principle  of  nature 
shews  that  the  value  of  money  must  rise,  i.  6.,  the  rate  of  discount 
must  rise ;  and  this  has  a  tendency  to  prevent  the  outflow 
of  bullion,  and  to  attract  it  from  abroad;  on  the  other  hand, 
if  specie  be  flowing  into  the  country  and  likely  to  become 
too  abundant  compared  to  credit,  a  &11  in  its  value,  or  a 
fall  in  the  rate  of  discount  repeU  it  from  the  country.  If  a 
nation  be  visited  with  a  great  failure  of  the  crops  it  can  only  buy 
such  food  from  foreign  countries  with  its  commodities  or  its 
money  ;  it  cannot  send  its  credit  in  payment  abroad.  Now,  if 
commodities  are  too  dear,  it  must  pay  with  money,  and  credit  in 
this  country  is  the  great  producing  power,  and  credit /(^  a  tnM  is 
a  great  sustainer  of  prices  by  enabling  people  to  withhold  their 
commodities  from  the  market.  Now,  raising  the  rate  of  discount 
curtails  credit,  forces  sales,  and  thereby  lowers  the  prices  of 
commodities,  and  makes  it  less  profitable  to  export  specie,  and 
more  profitable  to  export  goods.  Moreover,  this  rise  in  the  value 
of  money  here,  ».  ^.,  the  low  price  of  debts  and   commodities. 
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tempts  buyers  from  neighboaring  countries  to  bring  their  money 
here.     It  thus  causes  an  inflow  of  bullion,  and  restores  onr 
currency  to  a  uniformity  of   value,  with  that  of  neighbouring 
countries.    Again,  if  this  nation  has  to  spend  a  great  part  of  its 
money  in  buying  foreign  com,  it  is  quite  clear  that  it  has  not  got 
io  much  to  spend  in  purchasing  goods  ;  an  over-prodaction  of 
goods,  therefore,  can  only  end  in  a  disastrous  ML  in  prices.    And 
here,  too,  the  beautiful  action  of  this  great  law  of  nature  is 
manifest.    So  enormous  a  proportion  of  the  commodities  of  this 
country  are  produced  by  the  credit  system,  that  a  rise  in  the  rate 
of  discount  just  hits  profits  between  wind  and  water,  as  we  may 
say.    Oonsequently,  a  rise  in  the  rate  of  discount  retards  and 
curtails  production  in  proportion  to  the  diminished  consuming 
powers  of  the  nation,  and  so  prevents  such  a  ruinous  fall  in 
prices  as  would  necessarily  follow  an  undiminished  production, 
accompanied  by  a  diminished  power  of  consumption. 

52.  In  fact,  when  a  commercial  crisis  occurs  in  a  country,  it 
invariably  means  that  more  persons  are  wishing  to  sell  than 
there  are  persons  to  buy,  or,  at  least,  at  remunerative  prices.  A 
conmiercial  crisis  invariably  arises  from  a  lack  of  purchasers, 
which  is,  in  fact,  over-production.  True  prudence,  therefore, 
shews  that  in  all  commercial  crises,  production  should  he  curbed. 
It  is  much  better  not  to  produce  at  all,  than  to  produce  and  be 
obliged  to  sell  at  a  loss.  To  produce,  and  be  obliged  to  sell 
below  the  cost  of  production,  is  loss  of  capital.  It  is  better, 
therefore,  not  to  employ  the  capital  at  all  than  to  lose  it.  Raising 
the  rate  of  discount,  therefore,  acts  as  a  timely  warning  to  pro- 
ducers to  hold  hard.  It  is  necessary  to  dispose  of  the  stock 
abready  produced,  before  producing  more,  and  if  the  stream  of 
sale  is  stopped  while  production  continues,  it  can  only  end  in  a 
more  aggravated  fall  at  last. 

58.  Now,  what  is  the  necessary  consequence  of  an  attempt  to 
thwart  this  great  law  of  nature?  In  time  of  scarcity  of  food, 
and  a  necessary  export  of  money  to  buy  it,  if  the  rate  of  dis- 
count be  kept  unnaturally  low,  nothing  but  money  will  go ; 
commodities  are  too  dear,  they  will  not  go.  Again,  money  being 
i^pt  at  an  unnaturally  low  rate  here,  no  one  will  bring  it  here 
from  neighbouring  countries ;  consequently,  great  quantities  of 
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money  will  go  oat  and  none  will  come  in,  till  at  last  the  cir- 
cnlating  medium  will  be  nothing  bat  '^promises  to  pay,**  and 
no  money  to  pay  them  with.  Then,  at  last,  yiolent  oonvalsionBy 
total  destrnction  of  credit^  eveiy  one  wishing  to  sell,  and  no  one 
wishing  or  able  to  bay. 

54.  On  the  other  hand,  if,  when  specie  is  flowing  in  with  too 
great  abandance,  it  be  not  repelled  by  a  dne  diminution  in  the 
value  of  money,  t.  e.^  a  fall  in  the  rate  of  discount^  it  will  continue 
to  do  so  until  it  is  so  superabundant  that  a  yiolent  fall  takes 
place.  Persons  who  are  accustomed  to  depend  on  the  incomes 
they  derive  from  the  interest  of  money,  suddenly  find  that  their 
means  are  seriously  diminished.  In  the  year  1824  there  was 
such  a  plethora  of  capital  in  the  country  that  the  Scotch  banks 
gave  no  interest  on  deposits ;  after  1824  came  1825.  Then  wild 
speculations  find  &your  in  the  public  mind,  promising  higher 
profits  ;  and  then  the  conununity  goes  through  the  cycle  of 
bubble  speculations,  extravagant  credit,  ending  in  a  commercial 
catastrophe.  We  may  feel  quite  certain  that  if  during  the  various 
crises  this  country  has  passed  through,  there  had  been  more 
attention  paid  to  observe  the  natural  rate  of  discount,  instead  of 
thwarting  the  course  of  nature,  though  the  variations  would  have 
been  more  frequent,  they  would  have  been  less  violent  and  ex* 
treme.  If  specie  is  coming  in  with  too  great  speed,  it  is  good  to 
lower  the  rate  of  discount  quickly  to  prevent  it  getting  lower ;  if 
specie  is  going  out  too  rapidly  it  is  good  to  raise  the  rate  quickly 
to  prevent  its  being  higher. 

55.  Such,  however,  is  the  perversity  of  men,  that  many  think 
that  a  uniform  and  invariable  rate  of  discount  is  the  great  thing 
to  be  preserved,  no  matter  what  nature  may  say  to  the  contrary, 
and  their  ingenuity  is  racked  to  devise  a  plan  for  always  keeping 
it  so,  just  as  if  the  governor  of  the  steam  engine  ought  always  to 
revolve  with  uniform  velocity.  Now,  the  inevitable  consequence 
of  taking  these  means  to  thwart  nature  will  be,  that  when  specie 
is  scarce,  it  will  be  repelled  by  a  lower  rate  than  the  natural  one ; 
when  it  is  already  too  abundant^  it  will  be  still  further  attracted 
by  a  rate  higher  than  the  natural  one. 

56.  The  extreme  anxiety  of  persons  to  attain  an  impoesible 
object,  always  to  have  the  power  of  selling  debts  due  to  them  at 
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a  nniform  rate,  has  led  to  a  very  prevalent  theory,  which  seems 
very  innocent  and  simple.  It  being  desirable  always  to  maintain 
the  cnrrency  at  a  nniform  amount,  they  propose  that,  as  gold 
goes  out,  paper  should  be  issued  to  supply  its  place.  This  theory 
is  adopted  by  Sir  Archibald  Alison,  who  says,  after  condemning 
the  theory  that  gold  and  paper  must  vary  together : — 

**  The  true  system  would  be  just  the  reverse.  Proceeding  on 
the  principle  that  the  great  object  is  to  equalise  the  currency, 
and  with  it  prices  and  speculations,  it  would  enlarge  the  paper 
cnrrency  when  the  precious  metals  are  withdrawn,  and  credit  is 
threatened  with  a  stoppage,  and  proportionally  contract  it  when 
the  precious  metals  return,  and  the  currency  is  becoming 
adequate  without  any  considerable  addition  to  the  paper.*' 

57.  There  would  be  certainly  something  specious  in  the  idea 
of  issuing  bank  notes  to  supply  the  place  of  the  gold  tliat  went 
out,  if,  unfortunately,  it  had  not  been  tried  over  and  over  again, 
and  been  attended  uniformly  with  a  catastrophe.  When  gold 
was  leaving  the  country  in  vast  quantities  in  1796,  the  Bank  of 
England  still  maintained  its  issues,  against  its  own  will,  it  is 
true,  but  yet  the  fact  illustrates  the  principle^  and  the  conse- 
quence was  the  suspension  of  cash  payments  in  1797.  When  the 
Bank  had  got  right  again  in  1817,  a  drain  for  foreign  loans 
began,  and  the  Bank  extended  ite  issues  in  1818,  and  the  con- 
sequence was  the  second  suspension  of  cash  payments  in  1819. 
In  1824,  when  bullion  was  departing  from  the  country  like  a 
flood,  the  Bank  extended  its  issues  ;  then,  when  it  saw  itself  right 
in  the  vortex  of  bankruptcy,  it  suddenly  altered  its  policy,  and 
the  result  of  all  this  was  the  catastrophe  of  1825.  In  1838-9,  a 
similar  drain  occurred,  the  Bank,  with  marvellous  perversity, 
maintained  its  rate  of  discount  considerably  below  the  market 
rate,  and  the  result  was  the  monetary  crisis  of  1839.  In  1847, 
there  was  the  same  error  and  the  same  result.  Surely  these 
instances  are  enough  to  destroy  this  fatal  delusion. 

58.  In  fact.  Sir  Archibald  and  the  great  body  of  public 
writers  who  share  these  sentiments,  wholly  mistake  the  object  to 
be  sought  for  in  so  delicate  and  artificial  machine  as  a  paper 
currency.  The  object  to  be  aimed  at  is  not  to  preserve  a  uniform 
rate  of  discount  in  this  country,  but  to  maintain  a  uniformity  in 
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the  value  of  the  British  currency  with  that  of  other  countries.  If 
money  is  made  artificially  cheap  in  this  country,  that  is^  cheaper 
than  it  is  in  neighbouring  countries,  persons  in  this  country  will 
export  it  to  where  it  is  of  greater  value  ;  they  will  buy  foreign 
securities,  they  will  import  foreign  commodities.  On  the  other 
hand,  foreign  nations  will  flood  this  country  with  their  securities 
— ^just  as  the  Americans  did  in  1839,  when  the  Bank  kept  down 
the  rate  of  discount  below  its  proper  level — because  they  can 
sell  them  at  a  better  price  here  than  in  their  own  country.  If  a 
man  wishes  to  sell  a  horse,  and  my  neighbour  will  only  give 
£90  for  it,  and  I  will  give  £96,  he,  of  course,  will  sell  the  horse 
to  me,  and  take  away  my  cash.  So,  when  the  Americans  wished 
to  sell  their  debts,  and  found  that  in  their  own  country  they  could 
only  get  £90  per  cent,  for  them,  whereas  they  could  get  £97  per 
cent,  for  them  in  England,  as  a  natural  consequence,  they  sent 
them  to  England  for  sale,  and  took  away  the  cash.  The  only  way 
for  England .  to  have  stopped  this  would  have  been  to  give  no 
more  for  these  securities  than  the  Americans  would  themselves  ; 
in  other  words,  to  maintain  a  uniformity  in  value  between  the 
currencies  of  the  two  countries. 

59.  When  the  foreign  exchanges  are  unfavourable  to  this 
country,  the  simple  meaning  of  that  is,  that  it  is  profitable  to 
export  gold.  Now,  where  is  the  gold  got  from  for  exportation  ? 
From  the  Bank  of  England.  And  how  is  it  got  from  there  ?  By 
getting  hold  of  the  Bank's  '^  promises  to  pay  "  gold  on  demand. 
Now,  when  the  Bank  of  England  knows  that  a  multitude  of 
persons  are  trying  to  get  hold  of  its  **  promises  to  pay,"  for  the 
purpose  of  demanding  gold  for  them,  to  carry  out  of  the  country, 
would  it  not  be  the  height  of  folly  in  the  Bank  to  be  multiplying 
its  '^ promises  to  pay"  in  all  directions,  and  selling  them  chei^  ? 
This  would  be  exactly  as  wise  as  if  the  captain  of  a  ship,  directly 
he  saw  a  storm  coming  on,  were  to  set  all  his  studding-sails  and 
royals.  When  the  captain  sees  the  tempest  approaching,  he  most 
get  down  his  top-gallant  masts  and  reef  his  topsails ;  so,  when  a 
commercial  tempest  is  threatened  it  behoves  those  who  pilot  the 
vessels  of  credit  to  contract  their  ^^  promises  to  pay.*' 

60.  The  plan  proposed  by  Sir  Archibald,  and  a  multitude  of 
unthinking  writers,  is,  that  when  gold  is  leaving  the  coontry. 
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oommisnonerB  Bhonld  be  appointed  to  issue  an  eqnal  amonnt  of 
inconvertible  paper,  which  is  to  be  withdrawn  when  gold  comes 
back  again.  Bnt  what  is  to  be  done  with  the  convertible  paper 
already  in  existence  ?  Is  it  to  be  declared  inconvertible  ?  For, 
as  long  as  the  rate  of  discount  is  depressed,  there  wUI  be  a 
constant  demand  for  gold  in  exchange  for  notes,  and  a  corres- 
ponding amount  of  inconvertible  paper  must  be  issued.  Let  this 
wonderful  theory  be  put  in  practice,  and  the  drain  will  not  cease 
tmtil  every  sovereign  has  left  the  country ;  and,  moreover,  they 
never  will  come  back  again.  For,  as  the  avowed  intention  is  to 
keep  down  the  rate  of  discount,  and  to  keep  up  prices,  there  is 
nothing  to  bring  the  bullion  back  again.  Nothing  can  bring  it 
back  again  here,  except  we  can  sell  our  commodities  or  debts 
cheaper  than  other  nations.  But  it  is  the  avowed  intention  of 
these  issues  to  prevent  that ;  consequently  no  bullion  ever  will 
come  back. 

61*  But,  moreover,  this  wonderfiQ  panacea  of  all  monetary 
ills — ^issuing  an  inconvertible  paper  currency,  to  supply  the  place 
of  the  gold  that  goes  out — ^is  just  our  old  friend  John  Law's 
scheme  over  again,  of  issuing  paper  currency  based  upon  com- 
modities. Those  who  advocate  this  think  that  the  nation  can 
send  its  money  abroad  to  buy  food,  and  have  it  as  well  in  the 
form  of  paper  money.  Just  as  if  a  man  might  go  into  a  shop, 
spend  his  money  there  in  buying  goods,  and  then  have  it  again 
in  the  form  of  a  **  promise  to  pay.*'  When  will  this  stupendons 
delusion  be  eradicated  fh>m  the  public  mind?  If  I  have  a 
certain  quantity  of  money  in  my  till,  I  may  safely  give  a  ^  pro- 
mise to  pay ;"  or,  if  I  know  for  certain  that  money  is  coming  in 
to  me  on  a  certain  day,  I  may  give  my  **  promise  to  pay "  at  a 
certain  date ;  but  when  I  have  actually  spent  my  money,  and  it 
is  gone  away  from  me  for  ever,  to  think  that  I  could  then  grant  a 
^promise  to  pay"  worth  anything,  is  an  idea  which  savours 
little  of  sanity.  In  1696-7>  during  the  re-coinage  of  the  silver, 
the  Bank  of  England  might  have  issued  £1  notes  with  the 
greatest  advantage  and  propriety  for  a  temporary  purposej 
because  it  knew  that  it  would  shortly  have  the  money  to  pay 
them  with  ;  but  when  the  money  is  gone  from  the  Bank  to 
buy  com  abroad,  it  would  be  the  most  dangerous  folly  possible 
to  issue  notes  to  supply  the  place  of  gold. 


J  60-64.]  THB  ABSUBDITt  OP  THIS  PLAN.  879 

62.  Bnt  there  are  several  other  considerations  which  point  out 
that  the  rate  of  discount  is  the  tme  method  of  acting  upon  the 
paper  currency.  As  soon  as  the  exchange  becomes  so  unfavour- 
able as  to  make  it  profitable  to  export  gold,  an  immense  number 
of  bills  are  fabricated  for  the  purpose  of  being  sold  for  the  sake 
of  the  premium ;  and  these  will  continue  to  be  fobricated  as  long 
as  the  rate  of  discoimt  is  kept  below  that  of  neighbouring 
countries ;  now,  raising  the  rate  of  discount  strangles  all  such 
operations  in  the  birth.  If  only  the  numerical  amount  of  notes 
be  looked  to^  and  the  rate  of  discount  be  kept  down,  these  specu- 
lators may  get  their  bills  passed,  while  legitimate  trade  bills  may 
be  refased.  A  moderate  rise  in  the  rate  of  discount  will  never 
inflict  any  real  injury  on  trade  at  all  equal  to  the  reftusal  to 
discount  trade  bills  altogether;  and  that  is  the  result  which 
has  always  ensued  from  a  perseverance  in  keeping  down  the 
value  of  money  below  its  natural  level. 

63.  Moreover,  when  the  nation  is  actually  obliged  to  spend  its 
money  in  buying  foreign  com,  or  on  any  other  object,  such  as 
war,  it  is  quite  impossible  that  it  can  have  so  much  money  to 
spend  upon  other  things ;  its  consuming  powers,  therefore,  are 
diminished ;  it  must  economise  in  other  things.  Now,  if  the 
rate  of  discount  is  kept  below  its  natural  level,  it  stimulates  and 
encourages  production  so  much  beyond  the  powers  of  eon- 
sumption,  that  it  must  necessarily  terminate  in  an  aggravated 
fall  in  prices.  A  timely  raising  of  the  rate  of  discount  is, 
therefore,  a  warning  to  producers  to  contract  their  operations 
gradually.  But  keeping  it  unnaturally  low  lulls  them  into  fiilse 
security  ;  they  maintain  their  engagements  on  credit  on  an  undi- 
minished scale,  till  at  last  the  Bank,  for  its  own  safety,  is  obliged 
to  pull  up  on  a  sudden — ^to  bring  up  all  standing.  Then  follows 
a  total  refdsal  to  discount,  commercial  panic,  and  ruin. 

64.  It  is,  then,  an  incontrovertible  ftmdamental  truth  in 
monetary  science,  that  specie  and  credit  form  the  circulating 
medium,  and  that  they  must  increase  and  decrease  together.  An 
increase  of  currency,  without  an  increase  of  debt,  has  no  effect 
but  to  diminish  the  value  of  the  currency.  The  same  thing 
happens,  if,  when  debt  is  destroyed,  currency  is  not  destroyed 
with  it.    If  a  metallic  currency  increases  fiuter  than  debt,  nature 
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pioyides  a  remedy — ^it  is  immediately  exported.  Bat^  with  an 
inconvertible  paper  currency,  this  cannot  happen,  and  when  debt 
is  destroyed,  currency  remains  in  circulation  ;  when  this  goes  on 
for  any  length  of  time,  or  to  any  extent,  the  inevitable  result  is  a 
depreciation  of  the  paper  currency,  which  is  shewn  by  the  rise 
of  the  market  above  the  Mint  price  of  gold.  This  was  eminently 
exemplified  in  England  in  the  years  subsequent  to  1810.  The 
extravagant  speculations  were  followed  by  an  enormous  de- 
struction of  capital ;  but  the  currency  which  was  issued  to 
represent  it  remained  in  circulation,  and  soon  manifested  itself 
in  a  rapid  fall  of  the  value  of  paper.  It  was  impossible  that 
paper  ever  should  right  itself,  unless  this  superfluous  currency 
was  destroyed.  It  is  recorded  that  an  Irishman  once  having 
taken  a  dislike  to  a  banker,  in  order  to  spite  him,  collected  a 
number  of  his  notes  and  burned  them.  It  would  have  been  an 
excellent  thing  for  the  country  bankers  of  England  in  1814-15, 
if  some  one  had  done  the  same  kind  office  for  them.  The  quantity 
of  paper  currency  was  so  excessive,  compared  to  what  it  repre- 
sented, that  nothing  could  restore  it  to  its  par  value  but  the 
destruction  of  a  large  portion  of  it ;  and  this  was  brought  about 
l^  the  destruction  of  the  issuers  of  it ;  and,  when  this  was  done, 
the  value  of  the  remainder  rose  to  par. 

65.  We  have  gone  over  most  of  the  theories  of  currency  which 
have  attained  the  greatest  practical  importance.  That  there  are 
others,  is  true  ;  but  they  have  generally  been  confined  to  a  small 
knot  of  fanatics.  But,  as  they  seem,  at  last,  to  have  died  out, 
we  need  not  weary  our  readers*  patience  by  disturbing  their 
peaceful  oblivion. 


CHAPTER    XVIL 


ON  THE  DEFINITION  OP  CURRENCY. 

1.  Having  in  the  preceding  chapters  completed  a  general 
snrvej  of  the  mechanism  of  Exchanges,  inland  and  foreign,  we  are 
now  compelled  to  examine  the  peculiar  system  of  Banking  which 
is  at  present  established  in  this  country;  bnt,  before  we  do  so,  we 
must  give  a  little  time  to  settle  the  meaning  of  the  word  Cubrbncy. 
Most  persons  engaged  in  practical  business  are  morbidly  averse  to 
discussions  on  the  meaning  of  words,  thinking  them  to  be  pure 
waste  of  time.  But  no  science  was  ever  yet  founded  without  such 
controverries.  and  it  is  precisely  because  writers  on  Economics 
have  systematically  despised  and  neglected  the  only  means  by 
which  a  science  can  be  founded,  and  by  which  every  other  great 
science  has  been  created  and  established,  that  Economics  is  at  the 
present  moment  in  such  a  discreditable  state.  In  the  present 
case  this  investigation  is  absolutely  indispensable,  because  the 
Bank  Charter  Act  of  1844,  which  now  governs  the  whole  monetary 
system  of  the  country,  is  expressly  founded  upon  a  peculiar 
definUio7i  of  the  word  Curbenot,  and  is  expressly  devised  to 
carry  out  a  peculiar  Theory  of  Currency.  In  this  chapter  we 
must  therefore  investigate  and  settle  the  meaning  of  the  word 
Currency. 

A  very  distinguished  statesman  has  said  that  the  word 
CuRRENOT  has  driven  more  people  mad  than  anything  except 
love.  Nor,  to  say  the  truth,  is  this  very  surprising.  If  we  were 
to  assemble  a  company  of  purely  literary  men,  and  request  them 
to  **  Differentiate  the  Equation  to  a  Curve,"  we  have  not  the 
smallest  doubt  but  that  such  a  mysterious  expression  might  drive 
them  to  despair,  whereas  any  moderately  educated  school-boy  could 
do  it  at  a  glance.  It  is  precisely  the  same  with  the  word  Currency* 
It  is  a  term  of  pure  Commercial  Law.  Any  commercial  lawyer 
can  tell  in  an  instant  what  the  word  Currency  means,  and  what 
it  includes;  whereas,  those  who  have  occupied  themselves  with 
discussions  on  it,  know  absolutely  nothing  of  Conmiercial  Law, 
and  have  exactly  as  much  chance  of  settling  the  meaning  of 
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CuBBEKOTy  as  they  have  of  DifTerentiating  an  EqnatioiL  We 
have  already  giyen  a  short  acoonnt  of  its  true  meaning,^  bat  we 
must  now  investigate  the  question  completely. 

2.  Onr  Saxon  ancestors  utterly  disooantenanced  and  prohibited 
ihe  sale  or  exchange  of  any  goods,  merchandise,  or  cattle  bj 
priyate  sale  or  bargain.  It  was  a  matter  of  fixed  policy  with  them 
that  no  sales  should  take  place  except  in  the  presence  of  witnesses. 
A  series  of  kings  made  laws  to  this  effect,  and  as  these  laws  are  to 
this  very  hour  in  spirit  the  Common  Law  of  England,  and  are 
very  little  known,  we  may  give  a  little  space  to  quote  them 
teztnally,  as  constitutional  curiosities. 

Thus,  among  the  Dooms,  or  Laws,  which  Hlothsere  and  Eadiic, 
kings  of  the  Kentish  men,  about  683  a.d.,  established  is  this^ — 
*^  16.  If  any  Eentishman  buy  a  chattel  in  Lunden-wic  (London), 
let  him  then  have  two  or  three  true  men  to  witness,  or  the  king's 
wic-reeye.  If  it  be  afterwards  claimed  of  the  man  of  Kent,  let 
him  then  youch  the  man  who  sold  it  to  warranty,  in  the  wic  at  the 
Eang's  Hall,  if  he  know  him,  and  can  bring  him  to  warranty;  if 
he  cannot  do  that,  let  him  proye  at  the  altar,  with  one  of  his 
witnesses,  or  with  the  king's  wic-reeye,  that  he  bought  the  chattel 
openly  in  the  wic,  with  his  own  property,  and  then  let  him  be 
paid  its  worth;  but  if  he  cannot  proye  that  by  lawful  ayerment, 
let  him  giye  it  up,  and  let  the  owner  take  possession  of 
it" 

Among  the  Dooms  of  Ine,  King  of  Wessex  (688-725  A.D.),  is 
this' — "25.  If  a  chapman  traffic  up  among  the  people,  let  him 
do  it  before  witnesses.  If  stolen  property  be  attached  with  a 
chapman,  and  he  haye  not  bought  it  before  good  witnesses,  let 
him  proye,  according  to  the  wite,  that  he  was  neither  privy  nor 
thief,  or  pay  as  wite  thirty-six  shillings. 

Among  the  Dooms  of  Edward  the  Elder,  son  of  Alfred 
^901-924,  A.D.),  is  this* — "1.  And  I  will  that  eyery  man  have  his 
warrantor,  and  that  no  man  buy  out  of  port,'  but  haye  the 
portreeye's  witness,  or  that  of  other  unlying  men  whom  one  may 

»  Fo/. /.,/).  200. 
*  AneUnt  L-owm  and  Inititutea  of  England;  printed  hy  command  of  WiUiam  1  Fl 
p.  14.     We  quo\,    Ike  official  transUUion  of  the  Anglo-Saxon. 

*  Ibid.,  p.  51,  *  Ibid.,p.6S. 

*  That  u  Market  Otv.  t;  in  Roman  Law,  Portvu  est  condutue  locus  quo  importaiUur 
meroes  et  inde  eapcrtantur,    Esi  et  statio  oondusa  et  munita. 
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believe.  And  if  any  one  buy  out  of  port,  let  him  incur  the  king's 
ofer  hymes."  (t.  e.,  contempt,  or  hearing  and  refusing  to  obey, 
which  incurred  a  penalty  of  120s.) 

Among  the  Dooms  of  uSlthelstan  (925-960,  A.D.)  is  this' — 
**  10.  And  let  no  man  exchange  any  property  without  the  witness 
of  the  reeve,  or  of  the  mass-priest,  or  of  the  landlord,  or  of  the 
hordere,  or  of  other  unlying  man.  If  any  one  so  do,  let  him  give 
thirty  shillings,  and  let  the  landlord  take  possession  of  the 
exchange." 

Among  the  Dooms  of  Edgar  (959-975,  A.D.)  are  these — 

'^4.  To  every  burh  let  there  be  chosen  thiriy-three  as 
witnesses. 

^'5.  To  small  burhs,  and  in  every  hundred,  twelve;  unless  ye 
desire  more. 

^'  6.  And  let  every  man,  with  their  witness,  buy  and  sell  every  of 
the  chattels  that  he  may  buy  and  sell,  either  in  a  burh,  or  in  a 
wapentake ;  and  let  every  of  them  when  he  is  first  chosen  as 
witness,  give  the  oath  that  he  never,  neither  for  money  nor  for 
love,  nor  for  fear,  will  deny  any  of  those  things  of  which  he 
was  witness,  nor  declare  any  other  thing  in  witness,  save  that 
alone  which  he  saw  or  heard;  and  of  such  sworn  men,  let 
there  be  at  every  bargain  two  or  three  as  witnesses." 

Among  the  Dooms  of  Ethelred  (979-1016  A.D.)  is  this^ — 
'^  3.  And  let  no  man  buy  or  exchange,  nnleas  he  have  burii  and 
witness;  but  if  any  so  do,  let  the  landlord  take  possession  of,  and 
hold  the  property,  till  that  it  be  known  who  rightfully  owns 
it." 

Among  the  Dooms  of  Cnut  the  Great  (1017-1035  A.D.)  is 
this' — ^^24.  And  let  no  one  buy  anything  above  the  value  of 
four  pence,  either  living  or  lying,  unless  he  have  the  true  witness 
of  four  men,  be  it  within  a  burh,  be  it  up  in  the  country.  For  if 
it  then  be  attached,  and  he  have  no  such  witness,  let  there  be  no 
vouching  to  warranty;  but  let  his  own  be  rendered  to  the 
proprietor;  and  the  aftergild  and  the  wite  to  him  who  is  entitled 
thereto." 

Among  the  Laws  of  Edward  the  Oonfessor  (1048-1066  AJ>.)  is 
this^ — ^^38.  Defensum  erat  edam  in  lege,  ne  aliquis  emat 
vivum  animal  vel  pannum  usatum  sine  plegiis  et  bonis  testibns 

>  AnamULttiW9midIngtiituUirf  Eit9Umd,p.%l.  •  /M:,p.  180. 
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.  .  .  .  Et  si  yenditor  non  potest  habere  plegios,  retineafcar 
com  pecniiia  donee  yeniat  dominns  ejus,  ant  quilibet  alias, 
qni  jnste  possit  enm  warantizare.  Qaod  si  aliter  aUqais  emerit, 
quod  stolte  emit  perdat  et  forisfactaram." 

William  the  Conqueror  (1066-1087  a.d.)  continued  this  law^ — 
"45.  Nemo  emat  vel  vivum  yel  mortuum  ad  yalenciam  IIII. 
denariorum  sine  IIII.  testibus,  aut  de  burgo  aut  de  yilla 
campestri.  Quod  si  aliquis  rem  postmodum  calumpniatus  fderit, 
et  nee  testes  habuerit  nee  warantum^  et  rem  reddat  et  forisfactoram, 
cui  de  jure  competit." 

Also  in  a  Charter  granted  by  him  he  says^ — 

**  10.  Interdicimus  eciam  at  nulla  yiva  pecunia  yendator  ant 
ematur  nisi  intra  civitates  et  hoc  ante  tres  fideles  testes;  nee 
aliqnam  rem  yetitam^  sine  fidejussore  et  waranto.  Qnod  si 
aliter  fecerit,  solyat,  et  persolyat,  et  postea  forisfacturam. 

"11.  Item  nullum  mercatum  yel  forum  sit,  nee  fieri 
permittatur,  nisi  in  civitatibus  regni  nostri,  et  in  burgis  [clausis] 
et  muro  yallatis,  et  in  castellis,  et  in  locis  tutissimis,  ubi 
consuetudines  regni  nostri,  et  jus  nostrum  commune,  et  dignitates 
oorone  nostre,  que  constitute  sunt  a  bonis  predecessoribus  nostria 
deperire  non  possint,  nee  defraudari  nee  violari,  sed  omnia  rite, 
et  in  aperto,  et  per  judicium  et  justiciam  fieri  debeant." 

And  so  also  the  Mirraur  of  Justice,  which  was  originally 
written  in  French  long  before  the  Conquest,  says,  p.  14 — "It 
was  ordained  that  fairs  and  markets  should  be  in  places,  and  that 
the  buyers  of  com  and  cattle  should  pay  toll  to  the  lords*  bailiff  of 
markets  or  fairs  ;  that  is  to  say,  a  false  penny  of  six  shillings  of 
good,  and  of  good,  less  and  of  more,  more  ;  so  that  no  toll 
exceed  a  penny  for  one  manner  of  merchandise  :  and  this  toll  was 
giyen  to  testify  the  contracts,  far  that  every  private  contact  wa^ 
forbidden'' 

8.  And  these  ancient  Dooms  and  enactments,  are  the  founda- 
tion of  the  Common  Law  to  the  present  hour.  It  is  the  established 
principle  of  Common  Law  that  if  any  person  steals  or  finds  any 
chattel  belonging  to  any  one  else,  and  sells  it  priyately  to  a  third 
person,  the  true  owner  may  reclaim  it  from  that  third  person, 
eyen  though  he  bought  it  honestly,  and  gaye  full  yalue,  and 
had  no  suspicion  that  the  seller  had  no  title  to  sell  it.    For  the 

*  Andent  Laws  and  ImtiMei  of  England^  p.  209.  '  Ibid.fp.  S12. 
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law  holds  in  general  that  no  one  can  sell  what  he  does  not 
possess  himself ;  and  it  does  not  allow  that  the  trae  owner  has 
lost  the  property  in  the  chattel  or  goods,  by  having  accidentally 
mislaid  them,  or  having  them  stolen  from  him. 

If,  however,  the  thief  or  fmder  manages  to  sell  the  goods  in 
market  avert,  then  the  buyer  is  by  common  law  entitled  to  retain 
them  against  the  true  owner. 

However,  by  Statute  24  &  25  Vict.  (1861),  c.  96,  §  100,  it  is 
now  enacted  that  if  the  loser  prosecutes  the  thief  to  conviction, 
then  the  court  may  grant  a  writ  of  summary  restitution  to  the 
true  owner  of  the  property,  in  whose  ever  hands  it  may  be,  even 
though  he  may  have  bought  it  honestly,  and  given  full  value 
for  it. 

In  the  City  of  London  every  day  except  Sunday  is,  by  ancient 
custom,  market  day;  and  every  shop  is  market  overt  for  the  goods 
which  are  usually  sold  there,  but  for  no  others.  It  was  held  by  all 
the  judges^ — ^"that  if  plate  be  stolen  and  sold  openly  in  a 
scrivener's  shop  on  the  market  day  (as  every  day  is  a  market  day 
in  London  except  Sunday),  that  this  sale  should  not  change  the 
property;  but  the  party  should  have  restitution^  for  a  scrivener's 
shop  is  not  a  market  overt  for  plate,  for  none  would  search  there 
for  such  a  thing;  et  sic  de  stmilibus,  &c.  But  if  the  sale  had  been 
openly  in  a  goldsmith's  shop  in  London,  so  that  any  one  who 
stood  or  passed  by  the  shop  might  see  it,  there  it  would  change 
the  property.  But  if  the  sale  be  in  the  shop  of  a  goldsmith, 
either  behind  a  hanging,  or  behind  a  cupboard  upon  which  his 
plate  stands,  so  that  one  stood  or  passed  by  the  shop  could  not  see 
it,  it  would  not  change  the  property;  or  if  the  sale  be  not  in  the 
shop,  but  in  the  warehouse  or  other  place  of  the  house,  it  would 
not  change  the  property,  for  that  is  not  in  market  overt,  and 
none  would  search  there  for  his  goods.  So  every  shop  in  London 
is  market  overt  for  such  things  only  which  by  the  trade  of  the 
owner  are  put  there  to  sale." 

But  in  country  towns  only  those  days  are  market  days  which 
are  appointed  by  law  or  ancient  custom ;  and  those  places  only 
are  market  overt  for  any  goods,  merchandise,  or  cattle,  which  are 
expressly  appointed  for  the  sale  of  such  articles.  And,  conse- 
quently, all  sales  of  any  articles  made  in  any  other  than  such 
places  are  void  against  the  true  owner,  if  the  articles  be  not  the 

^  Tkteatof  Market  Overt,  6  Co:  83  b.,  BU.,  88  Elm. 
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property  of  the  seller.  We  might,  if  necessaryy  illnstrate  these 
doctrines  by  several  recent  cases,  but  that  would  occupy  too  madi 
space  in  such  a  work  as  this. 

4.  Such  is  the  law  with  regard  to  all  kinds  of  goods,  m^- 
chandise,  and  cattle.  But  with  regard  to  Money  the  case  was 
always,  dififerent.  If  a  person  stole  or  found  money  belonging  to 
any  one  else,  the  true  owner  could  compel  him  to  give  it  up,  if  he 
could  prove  the  fact,  and  identify  the  money.  But  if  the  finder 
or  thief  paid  away  the  money  in  the  ordinsuy  course  of  business ; 
as  if,  for  instance,  a  shopkeeper  sold  goods  to  the  thief,  and  took 
the  money  in  the  ordinary  course  of  his  business,  without  knowing 
that  it  was  stolen,  then  he  could  retain  the  money  against  the  true 
owner  even  though  he  could  identify  it.  That  is  to  say,  the 
property  in  the  money  passed  along  with  the  honest  possession 
of  it  in  every  sale  or  exchange.  And  from  this  peculiarity  money 
was  said  to  be  Curbent,  i.  e,,  that  the  property  in  it  passed  by 
deliveiy.  And  this  was  necessary  by  the  very  nature  of 
commerce,  because  no  transactions  could  take  place  if  the  seller 
was  bound  in  every  sale  to  inquire  into  the  right  of  the  buyer  to 
the  money.  And  from  this  exceptional  property  of  money,  the 
expression  arose  of  the  Currency  of  money,  but  no  one  for 
a  very  long  time  ever  thought  of  such  a  barbarism  as  to  call  the 
money  itself  Currency. 

But  when  in  the  course  of  time  Bills  of  Exchange,  and  oth^ 
securities  for  money,  came  into  use,  it  was  adopted  as  a  custom  or 
usage  by  the  Law  Merchant,  that  the  same  rule  should  £^ply  to 
them  as  applied  to  money;  that  is  to  say,  that  the  property  in  them 
should  pass  with  the  honest  possession.  It  would  have  been  a 
great  impediment  to  all  commerce  if  the  vendor  of  goods  had 
been  obUged  to  inquire  into  the  title  of  any  one  who  offered  a 
Bill  of  Exchange  or  Bank  Note  in  payment  of  them.  Conse- 
quently this  principle  of  Currency  was  applied  to  all  negotiable 
securities  for  money.  It  is  so  important  that  the  doctrines 
relating  to  the  Property  of  Negotiable  Instruments  should  be 
generally  known,  that  we  subjoin  them,  as  laid  down  in  the 
Digest  of  the  Law  of  Bills  of  Exchange,  &c.,  which  we  prepared 
for  the  Eoyal  Commissioners  for  the  Digest  of  the  Law  : — 

"  37.    1.    If  any  negotiable  bill,  note,  obligation,  or  security 
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for  money  be  lost  or  stolen  the  finder  or  thief  cannot  retain  it 
against  the  true  owner,  or  recover  against  the  parties  to  it. 

Anonymous,  1  Ld.  Baym.,  738.  Oreenstreet  Y.  Carr,  1  Gamp.,  661. 
Bum  T.  Morris,  8  L.  J.  N.  S.  Ex.,  193. 

*'  2.  But  if  sach  finder  or  thief,  or  if  a  person  holding  snch 
secant  J  as  Agent  (1)  for  the  owner  of  it,  pass  it  away  or  pledge 
(2)  it  for  yalue,  and  the  transferee  is  ignorant  of  the  fraud,  such 
innocent  holder,  or  pawnee  for  value,  may  retain  it  against  the 
true  owner,  and  has  a  right  of  action  against  all  the  parties  to  it. 

Bank  Notes.  Anon,,  1  Ld.  Baym.,  738.  Miller  ▼.  Race,  1  Burr., 
452.  Lowndes  v.  Anderson,  13  East,  180.  Beckwith  ▼.  CorraU,  2  C.  A 
P.,  261 ;  11  Moo.,  335.  Snow  v.  Sadler,  11  Moo.,  506.  Raphael  y. 
Bank. of  England,  17  G.  B.,  161. 

Cheques.  Orant  v.  Vaughan,  3  Burr.,  1516.  Carlon  ▼.  Ireland,  5  EL 
A  Bl.,  765.  Rothschild  v.  Gomey,  9  B  <!k  C,  888.  Watson  t.  Russell,  • 
B.  &  S.,  84 ;  5  B.  A  S.,  968. 

BiUs  of  Ezohange.     Peacock  t.  Rhodes,  2  Dong.,  633.     Lawson  y. 
Weston,  4  Esp.,  56.     Crook  v.  Jadis,  6  G  <!k  P.,  191 ;  3  Ney.  &  Man., 
257.    Backhouse  v.  Harrison,  3  Nev.  A  Man.,  188.     Ooodmany,  Harvey, 
4  A.  <b  E.,  870.      Uther  v.  Rich.,  10  A.  &  E.,  784.     May  y.  Chapman,  16 
M.  &  W.,  855.     Thiedeman  v.  QoldschnUdt,  1  D.  G.  F.  A  G.,  4. 
Navy  BiUs.     Qoldsmid  v.  Qaden,  1  B.  (fe  P.,  649. 
Exchequer  Bills.     Wookey  v.  Po^,  4  B.  <!k  Aid.,  1. 
Foreign  Transferable  Bonds.     Oorgier  y.  Mieville,  8  B.  <b  C.,  45. 

(1.)  Bank  of  Bengal  v.  Macleod;  Id,  y.  Fagan,  7  Moo.,  P.  0., 

35,  61. 
(2.)  CoUins  y.  Martin,  2  Esp.,  520 ;  1  B.  <!k  P.,  648.    Jones  y. 
Peppereome,  1  John.,  430. 

''  .3.  But  if  the  transferee  knows  at  the  time  of  taking  the 
instrument  that  it  has  been  lost  or  stolen  (l),or  if  he  knows 
that  the  person  he  takes  it  from  has  no  authority  to  sell  or  pledge 
it  (2),  or  if  it  be  taken  for  an  illegal  consideration  (8),  he  cannot 
retain  it,  or  recover  on  it,  even  though  he  has  given  ftdl  value 
for  it. 

(1.)  Bum  y.  MorrU,  8  L.  J.  N.  8.  Ex.,  198. 

(2.)  MacUsh  y.  Ekins,  Say.,  78.  Treuttel  y.  Barandon,  1  Moo, 
543.  Foster  y.  Pearson,  and  Stephens  y.  Foster,  1 0.  M.  A  B., 
849.  Faneourt  y.  BuU,  1  Bing.,  N.  G.,  681.  WilUs  y.  Bank 
of  England,  4  A.  <k  E.,  21.  Whistler  v.  Forsier,  14  0.  B., 
N.  S.,  248. 

(3.)  Wynne  v.  Callander,  1  Buss.,  293. 

**38.  But  if  the  instrument  be  not  negotiable,  or  if  the 
transferor  held  it  as  Trustee,  or  if  he  acquired  or  transmitted 
it  by  means  of  a  forgery,  the  innocent  holder,  or  pawnee  for 
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yaluc,  has  only  the  equities  of  the  transferor,  and  cannot  retain 
it  against  the  true  owner,  or  recover  on  it. 

Marmingford  v.  ToUman,  1  CoU.  C.  C,  235.  Moore  v.  Jervis,  2  CoU. 
C.  C,  60.  Lang  v.  Smyth,  7  Bing.,  284.  Partridge  v.  Bank  of  England^ 
9  C.  B.,  408.  Smith  v.  Meroer,  6  Taunt.,  76.  Hall  v.  Fuller,  6B,A  C, 
750.  Rohartt  v.  Tucker,  16  Q.  B.,  560.  Esdaile  v.  Lanauze,  lY.Ss  C, 
894.  Johnson  v.  WindU,  8  Bing.,  N.  C,  225.  Whistler  y.  Forster,  14  C. 
B.,  N.  S..  248." 

And  so  important  is  this  principle  of  the  Cubrency  of  all 
negotiable  instruments,  that  in  the  Statute  respecting  the 
restitution  of  stolen  property,  it  is  expressly  provided  that  it  shall 
not  apply  to  negotiable  instruments.  It  says^^ — **  Provided  that  if 
it  shall  appear  before  any  award  or  order  made  that  any  yaloable 
security  shall  have  been  band  fide  paid,  or  discharged  by  some 
person  or  body  corporate  liable  to  the  payment  thereof,  or  being  a 
negotiable  instrument  shall  have  been  bona  fide  taken  or  received 
by  transfer  or  delivery  by  some  person  or  body  corporate,  for  a 
just  and  yaluable  consideration,  without  any  notice  or  vrithout 
any  reasonable  cause  to  suspect  that  the  same  had  by  any  felony 
or  misdemeanour  been  stolen  or  taken,  obtained,  extorted, 
embezzled,  converted,  or  disposed  of,  in  such  case  the  Court  shall 
not  award  or  order  the  restitution  of  such  Security," 

Thus  we  see  that  the  law  has  taken  the  utmost  precaution  to 
preserve  as  absolutely  inviolable  the  Negotiability  or  Gurbenct 
of  aU  negotiable  instruments  under  all  circumstances  whatever. 
And  if  such  a  barbarism  be  generally  accepted  as  to  call  money 
CuRRENCT,  for  prepisely  the  same  reason  all  Negotiable 
Instruments  must  equally  be  called  Currency;  for  they  are 
equally  subject  to  the  same  rules  of  Law,  from  which  they  derive 
the  name. 

5.  These  doctrines,  however,  are  so  important  as  being  at 
the  very  basis  of  the  whole  of  our  monetary  system;  and  as  they 
have  given  rise  to  so  many  controversies  which  are  yet  raging ; 
and  as  they  have  been  so  misunderstood  and  misrepresented  by 
literary  men  who  never  took  the  smallest  pains  to  inquire  into 
the  law  of  the  subject,  that  we  think  it  will  be  more  satisfactory 
to  our  readers  not  to  rest  satisfied  with  the  preceding  exposition, 
but  to  lay  before  them  the  actual  decisions  of  the  Courts  of  Law 
and  Equity  establishing  them. 

*  24  dl  25  Ftc<.  (1861),  ch,  96,  \  100. 
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We  shall  therefore  demonstrate  to  onr  readers  as  matters  of 
pure  Commercial  Law — (1.)  That  all  Negotiable  Instrmnents 
are  subject  to  the  same  Law  regarding  their  transfer  and  property, 
as  Money.  (2.)  That  it  is  from  this  property  exclusively  that 
the  name  Currenot  has  been  derived ;  and  (3)  that  all  Negotiable 
Instruments  are  Curbency  as  well  as  Money. 

1.  To  shew  that  all  Negotiable  Instruments  have  the  attribute 
of  CuBRENOT,  f.  e.,  are  subject  to  the  same  Law  regarding  their 
transfer  as  Money. 

Bank  Notes. — (Anonymous,  1  Lord  Raymond,  738.)  A  Bank 
bill  was  payable  to  A.  or  bearer.  A.  gave  it  to  B.  B.  lost  it^  0. 
found  it,  and  assigned  it  over  to  D.  for  valuable  consideration. 
D.  went  to  the  bank  and  got  a  new  bill  in  his  own  name.  A. 
brought  trover  against  D.  for  the  former  bill.  And  ruled  by  Holt, 
G.  J.,  at  Guildhall,  1698,  that  an  action  did  not  lie  against  D. 
because  he  had  it  for  a  valuable  consideration. 

The  leading  case,  however,  on  the  subject  is  that  of  Miller  v. 
Race  (1  Burr.,  452).  Finney,  the  true  owner  of  a  Bank  Note, 
sent  it  by  post  to  a  friend  in  the  country.  The  mail  was  robbed, 
and  on  the  next  day  the  note  came  into  the  possession  of  the 
Plaintiff,  Miller,  for  a  fuH  and  valuable  consideration,  and  in  the 
usual  course  and  way  of  his  business,  and  without  any  notice  of  the 
robbery.  Finney  stopped  the  note  at  the  Bank.  A  short  time 
after  Miller  applied  to  the  Bank  for  payment  of  the  note,  and 
delivered  it  to  Race,  the  defendant,  a  derk  in  the  Bank.  Bace 
refused  either  to  pay,  or  return,  the  note  to  Miller  ;  and  Miller 
brought  this  action  to  recover  possession  of  the  note.  Lord 
Mansfield  ruled,  with  the  unanimous  concurrence  of  the  Court, 
that  Miller  had  the  right  to  have  the  note  given  back  to  him 
as  his  property,  because  Bank  Notes  have  the  Credit  and  the 
CuRRRENCY  of  money,  to  all  intents  and  purposes.  An  action 
would  lie  against  the  finder  ;  that  no  one  disputed :  but  not  after 
the  note  had  been  paid  away  in  Currency.  Lord  Mansfield  said 
that  in  the  preceding  case  just  cited,  the  action  did  not  lie  against 
the  defendant  because  he  took  it  in  the  course  of  Currency  ;  and 
therefore  it  could  not  be  followed  in  his  hands.  It  never  shall  be 
followed  into  the  hands  of  a  person  who  bond  fide  took  it  in  the 
course  (Jf  Currency.  A  bank  note  is  constantly  and  universally, 
both  at  home  ajid  abroad,  treated  as  moneys  as  cash ;  and  it  is 
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necessary  for  the  purposes  of  oommerce,  that  their  CuBaBErcr 
should  be  established  and  maintained. 

So  in  Glarhe  y.  Shee  (Ck>wp.9  200)^  Lord  Mansfield  said— 
**  Where  notes  or  money  are  paid  honA  fidey  and  upon  a  Talnable 
oonsideration,  they  shall  never  be  brought  back  by  the  true 
owner;  but  where  they  come  malA  fide  into  a  person's  hands,  they 
are  in  the  nature  of  specific  property  :  and  if  their  identity  can 
be  traced  and  ascertained,  the  party  has  a  right  to  recoTer." 
And  this  doctrine  is  such  firmly  established  law  that  there  is  no 
need  to  cite  any  more  cases  to  support  it 

Cheques. — In  the  case  of  Orani  y.  Vaughan  (3  Burr.,  1516), 
Yaughan  gave  a  cash  note  (t.  e,y  a  cheque)  upon  his  banker  to 
B.  in  these  words,  "  Pay  to  ship  *  Fortune*  or  hearer ^^  B.  lost  the 
cheque.  The  finder,  or  the  possessor  of  it,  four  days  afterwards 
came  to  Grant's  shop,  and  offered  the  cheque  in  payment  of  some 
goods  he  bought.  Grant  took  the  cheque  in  the  usual  course  of 
business,  and  gave  the  balance  in  cadi.  Yaughan,  hearing  that 
the  cheque  had  been  lost,  stopped  the  payment  of  it.  Grant 
brought  an  action  against  him  for  the  amount.  Lord  Mansfield 
held  that  the  same  rule  applied  to  cheques  payable  to  bearer 
as  to  bank  notes.  Wilmot,  J.,  said  that  such  bills  or  notes  as 
this  are  by  law  negotiable.  So  also  Yates,  J.,  said  /^  nothing 
can  be  more  peculiarly  negotiable  than  draughts  or  bills  payable 

to  bearer It  is  just  the  same  as  a  Bank  Note." 

Hence  this  case  established  that  Cheques  possess  the  attribute  of 
Currency,  exactly  in  the  same  way  as  Bank  Notes:  and  this 
doctrine  is  so  firmly  established  that  it  is  needless  to  quote  any 
more  cases. 

Bills  of  Exchange. — In  PeacocJc  v.  Rhodes  (2  Douglas,  633), 
a  Bill  of  Exchange  indorsed  in  blank  was  stolen  and  negotiated. 
The  innocent  indorsee  for  value  was  held  entitled  to  recover 
against  the  drawer.  Lord  Mansfield  said — "  The  holder  of  a 
Bill  of  Exchange  or  Promissory  Note  is  not  to  be  considered 
in  the  light  of  an  assignee  of  the  payee.  An  assignee  must  take 
the  thing  assigned  subject  to  all  the  equity  to  which  the  original 
party  was  subject.  If  this  rule  applied  to  Bills  and  Promissory 
Notes,  it  would  stop  their  Currency.  The  law  is  settled  that 
a  holder,  coming  fairly  by  a  note  or  a  bill,  has  nothing  to  do 
with  the  transaction  between  the  original  parties.  I  #ee  no 
difference    between  a  note    indorsed   blank,  ai^d   one   payable 
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to  bearer.    They  both  go  by  delivery,  and  possession  proves 
property  in  both  cases." 

The  same  doctrine  was  again  enforced  in  Collins  v.  Martin 
(1  B.  &  P.,  648)  where  a  banker  pledged  some  of  his  customer's 
bills  endorsed  in  blank  with  another  banker,  who  advanced  money 
on  them  honestly  in  the  usual  course  of  business.  Eyre,  C.  J.> 
delivering  the  judgment  of  the  Court,  said — "  For  the  purpose 
of  rendering  Bills  of  Exchange  negotiable,  the  Right  of  Property 
in  them  passes  with  the  bills.  Every  holder  with  the  bills 
takes  the  property,  and  his  title  is  stamped  upon  the  bills 
themselves.  Tlie  property  and  the  possession  are  inseparable. 
This  was  necessary  to  make  them  negotiable,  and  in  this  respect 
they  differ  essentially  from  goods  of  which  the  property  and 
the  possession  may  be  in  different  persons."  And  this  rule  of  law 
is  so  firmly  established,  that  we  need  not  quote  any  more  cases  in 
support  of  it. 

Foreign  Bonds. — In  Oorgier  v.  MieviUe  (8  B.  &  C,  45),  the 
plaintiff  deposited  a  Prussian  bond  in  the  hands  of  his  agent, 
to  receive  the  interest  on  it  for  him.  The  bond  was  made 
payable  to  any  person  who  at  the  time  should  be  the  holder  of  .it. 
It  was  proved  that  these  bonds  were  sold  in  the  market,  and 
passed  from  hand  to  hand  daily  like  exchequer  bills.  The 
plaintiff's  agent  pledged  the  bond  with  the  defendants.  The 
Attorney  General  tried  to  draw  a  distinction  between  bank  notes, 
bills  of  exchange,  and  exchequer  bills,  because  such  instruments 
constitute  a  part  of  the  circulating  medium  of  the  country,  but 
that  rule  did  not  apply  to  the  bond  of  a  foreign  country.  But 
Abbot,  C.  J.,  said — "  The  instrument,  in  its  form,  is  an  acknow- 
ledgment by  the  King  of  Prussia  that  the  sum  mentioned 
in  the  bond  is  due  to  every  person  who  shall  for  the  time  being 
be  the  holder  of  it,  and  the  principal  and  interest  is  payable  in  a 
certain  mode,  and  at  certain  periods  mentioned  in  the  bond. 
It  is,  therefore,  in  its  nature  precisely  analagous  to  a  bank  note 
payable  to  bearer,  or  to  a  bill  of  exchange  indorsed  in  blank. 
Being  an  instrument,  therefore,  of  the  same  description,  it 
must  be  subject  to  the  same  rule  of  law,  that  whoever  is  the 
holder  of  it,  has  power  to  give  title  to  any  person  honestly 
acquiring  it." 

\^  have  now  sufficiently  established  our  first  point,  that 
all  Negotiable  Instruments  are  subject  to  the  same  rule  as  money 
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with  regard  to  title  by  transfer,  and  we  now  oome  to  the  two 
latter  points,  which  we  may  convenientlj  take  together. 

2.  To  shew  that  it  is  this  principle '  of  XegotiahilUy  which 
in  Commercial  Law  exclusively  is  meant  by  Currency;  mid  alto 
that  all  Negotiable  Instrwnents  are  Currency. 

The  leading  case  on  this  subject  is  Wookey  v.  Pole,  BarL, 
Jt  others  (4  B.  &  Aid.,  1),  and  as  it  is  absolately  dedsiTe 
of  the  question,  we  must  quote  it  at  considerable  length. 

Wookey  was  proprietor  and  possessor  of  an  Exchequer 
bill  for  £1,000,  payable  to  blank  or  order.  The  bill  stated 
that  if  the  blank  was  not  filled  up  it  would  be  payable  to 
bearer. 

Wookey  sent  the  Exchequer  bill  to  his  brokers,  directing  them 
to  sell  it  and  buy  5  per  cent  stock  with  the  proceeds.  The 
brokers  disobeyed  these  orders,  and  pledged  the  Exchequer  bill 
with  Pole  &  Co.,  their  bankers,  and  got  the  full  amount  of  it, 
£1,000,  placed  to  their  credit,  without  the  bankers  having  any 
knowledge  of  the  terms  on  which  the  brokers  held  the  bilL 
A^  soon  as  Wookey  heard  of  these  proceedings,  he  demanded 
the  bill  from  Pole  &  Co.,  who  refused  to  deliver  it  up,  and 
afterwards  sold  it  and  received  the  proceeds.  Wookey  brought 
trover  against  Pole  &  Co.  for  the  bill. 

Wookey*8  counsel  said  the  question  was  whether  the  Exchequer 
bill  was  to  bo  considered  as  money  or  goods.  If  it  were  goods 
it  might  be  followed  into  the  hands  of  a  third  person,  unless 
it  be  transferred  by  the  owner  or  under  his  authority,  or  by 
sale  in  market  overt.  Money,  Bank  Notes,  and  Bills  of  Exchange 
could  not  be  recovered  from  an  innocent  holder  for  value,  because 
they  are  the  Circulation  of  the  country:  but  Exchequer  bills 
constitute  no  part  of  the  Currency  of  the  country,  nor  are  they 
Negotiable  Instruments. 

In  giving  judgment.  Best,  J.,  said — "  The  question  which  the 
Court  is  called  on  to  decide  is,  whether  Exchequer  bills  are 
to  be  considered  as  goods,  or  as  the  representatives  of  money; 
and  as  such,  subject  to  the  same  rules  as  to  the  transfer  of  the 
property  in  them  as  ai'e  applicable  to  money.  The  deUvery  of 
goods  by  a  person  who  is  not  the  owner  (except  in  a  manner 
authorised  by  the  owner)  does  not  transfer  the  right  to^uch 
goods:   but  it  has  long  been  settled  that  the  right  to  money 
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is  inseparable  from  the  possession  of  it  I  conceive  that  the 
representative  of  money,  which  is  made  transferable  by  delivery 
only,  must  be  subject  to  the  same  rules  as  the  money  which  it 

represents It  is  not  because  the  loser  cannot  know 

his  money  again  that  he  cannot  receive  it  from  a  person  who  has 
fairly  obtained  possession  of  it;  for  if  his  guineas  or  shillings  had 
some  private  marks  on  them,  by  which  he  could  prove  they  had 
been  his,  he  could  not  get  them  back  from  a  bond  /ide  holder. 
The  true  reason  of  this  rule  is  that  by  the  use  of  money  the 
interchange  of  all  other  property  is  most  readily  accomplished* 
To  fit  it  for  its  purpose  the  stamp  denoteB  its  Tahte,  and  possession 
alone  must  decide  to  whom  it  belongs.  If  this  be  correct  as  to 
money,  it  must  be  so  as  to  what  is  made  to  represent  money,  and 
Lord  Holt  has  himself  so  decided.  ....  It  cannot  be 
disputed  but  that  this  Exchequer  bill  was  made  to  represent 
money,  as  much  as  a  Bank  Note  or  Bill  of  Exchange.  It  waa 
given  for  a  debt  due  from  Government:  it  is  payable  (the  blank 
not  being  filled  up)  to  bearer,  and  transferable  by  delivery,  and  is 
on  its  face  made  Current,  afid  to  pass  in  any  of  the  pubUc 
revenues,  or  at  the  receipt  of  the  Exchequer.  But  it  has  been  said 
that  these  bills  are  not  used  as  Negotiable  Instruments,  as  bank 
bills  and  bills  of  exchange  are,  but  are  the  objects  of  sale.  I  do 
not  see  why  they  should  not  be  used  as  Negotiable  Instnunents: 
they  are  transferred  with  the  same  &cility  as  other  bills,  and  I 
know  from  the  legislature  that  they  may  be  used  in  payments, 
for  the  statutes  direct  that  they  fdiould  be  received  for  taxes. 
We  know  that  bills  of  exchange  are  as  frequently  sold  as  they  are 

delivered  in  payment The  receiver  never  enquires 

from  whom  they  come,  further  than  to  satisfy  himself  that  they 
are  genuine  bills.    Indeed,  when  they  are  in  blank,  he   has 

no  means  of  ascertaining  from  whom  they  come It 

seems  to  be  the  opinion  of  L.  C.  J.  Lee,  who  pronounced  the 
judgment  of  the  Court  of  K.  B.  in  Hartop  v.  Hoare  (8  Atkyns, 
50),  that  there  is  no  difference  between  money,  bank  notes,  and 

exchequer  bills This  also  gives  me  the  authority 

of  Lord  Holt  for  saying  that  there  is  no  difference  between  hank 
and  exchequer  notes  \  and  the  same  learned  judge  has  decided  that 
bills  of  exchange  pass  as  money.  Should  the  deposit  of  this  bill 
with  the  defendants,  under  the  circumstances  in  which  it  was 
deposited,  be  considered  as  pledging  the  bill,  that  circumstance 
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will  make  no  difference,  if  the  property  in  the  bill  passes  by 
delivery."  Best,  J.,  then  agreeing  with  Collins  v.  MarUn,  cited 
above,  gave  his  opinion  against  the  plaintiff. 

HoLBOYD,  J. — ^^It  has  been  long  and  fnlly  settled  that  bank 
notes  or  bills,  drafts  on  bankers,  bills  of  exchange,  or  promissory 
notes,  either  payable  to  order  and  indorsed  in  blank,  or  payable  to 
bearer,  when  taken  bond  fide,  and  for  a  valuable  consideration, 
pass  by  delivery,  and  vest  a  right  thereto  in  the  transferee,  without 
regard  to  the  title,  or  want  of  title,  in  the  person  transferring 
ihem.  This  was  decided  as  to  a  bank  note  in  the  case  of  Millar 
T.  Race;  as  to  a  draft  on  a  banker  in  Grant  v.  Vanghan;  and  as  to 
a  bill  of  exchange  indorsed  in  blanks  in  Peacock  v.  JRhodes. 
Those  cases  have  proceeded  on  the  nature  and  effect  of  the 
instruments,  which  have  been  considered  as  distinguishable  firom 
goods.  In  the  case  of  goods,  the  property,  except  in  market  overt^ 
can  only  be  transferred  by  the  owner,  or  some  person  having 
either  an  express  or  implied  authority  from  him;  and  no  one 
can,  by  his  contract  or  delivery,  transfer  more  than  his  own 
right,  or  the  right  of  him  under  whose  authority  he  acts.  But 
the  Courts  have  considered  these  instruments,  either  promises 
or  the  orders  for  the  payment  of  money,  or  instruments  entitling 
the  holder  to  a  sum  of  money,  as  being  appendages  to  money, 
and  following  the  nature  of  their  principal.  In  the  one  case  they 
are  payable  to  the  person,  whoever  he  may  be,  who  is  the 
bearer  or  holder  of  the  instrument;  and  so  also  in  the  other 
ease,  unless  the  payment  is  restrained  by  a  special  indorsement 
After  quoting  the  judgments  in  Peacock  v.  Rhodes  and  Miller  v. 
Race,  given  above,  he  said — **  These  authorities  shew,  that  not 
only  money  itself  may  pass,  and  the  right  to  it  may  arise  by 
CuERENCY  alone,  but  further  that  these  mercantile  instruments, 
which  entitle  the  bearer  of  them  to  money,  may  also  pass,  and  the 
right  to  them  may  arise,  in  the  like  manner,  by  Currency  or 
Delivery.  These  decisions  proceed  upon  the  nature  of  the 
property  (viz.,  money)  to  which  such  instruments  give  the  right, 
and  which  is  itself  Current;  and  the  effect  of  the  instruments, 
which  either  give  to  their  holders,  merely  as  such,  the  right  to 
receive  the  money,  or  specify  them  as  the  persons  entitled  to 
receive  it.  The  question,  then,  is  whether  these  principles  apply 
to  the  present  case,  or  whether  this  exchequer  bill  and  the-cight 
thereto,  follow  the  nature  of   goods,  which,  except  in  market 


I  6.]       CUBEBNCT  MEANS  NEOOTIABILITr.      395 

overt^  can  only  be  transferred  by  the  owner^  or  under  his 
authority?  In  order  to  ascertain  that,  we  must  consider  the 
nature  and  efifect  of  the  instrument,  both  as  to  the  property 
which  it  concerns,  and  as  to  its  Negotiability  or  Cuekency  by 
law.  In  its  original  state  it  purports  to  entitle  the  holder  to  the 
sum  of  £100  and  interest;  and  the  original  holder  may,  if  he 
pleases,  secure  it  to  himself;  but  it  is  payable  to  the  bearer  until 
some  name  is  inserted,  and  when  that  is  done  it  becomes  payable 
to  such  nominee,  or  his  order.  But  if  the  original  holder  parts 
with  it  or  keeps  it  in  blank,  he  by  that  very  act,  or  by  his 
negligence  if  he  loses  it,  authorises  the  bearer,  whoever  he  may 
be,  to  receive  the  money;  and  so  if  he  were  to  insert  his  own 
name,  but  indorse  it  in  blank,  instead  of  restraining  its 
negotiability,  either  by  not  indorsing  it  at  all  or  by  making  a 
special  indorsement,  he  thereby  authorises  and  empowers  any 
person  who  may  be  the  holder  band  fide,  and  for  value  to  receive 
it:  and  he  cannot  revoke  that  authoriiy  when  it  has  become 
coupled  with  an  interest.  The  instrument  is  created  by  the 
Statute  48  Geo.  8,  c.  1,  and  is  thereby  made  Negotiable  and 
Current.  By  §  2  the  Commissioners  of  the  Treasury  are  to 
make  out  exchequer  bills,  in  such  manner  and  form  as  they  shall 
direct:  and  after  certain  things  are  done  to  put  them  into 
Circulation.  By  §  5  they  may  be  paid  in  to  the  receiver  of 
taxes;  and  in  §  13  are  these  words — ^And  for  the  better 
supporting  the  Currency  of  the  said  exchequer  bills,  and  to  the 
end  that  a  sufficient  provision  may  be  made  for  circulating  and 
exchanging  the  same  for  ready  money,  during  such  time  as  they  or 
any  of  them  are  to  be  Current,  the  Commissioners  of  the 
Treasury  are  empowered  to  contract  with  persons  who  will 
undert^e  to  circulate  and  exchange  them  for  ready  money.' 
An  exchequer  bill  is  therefore  an  instrument  for  the  repayment  of 
money  originally  advanced  to  the  public,  purporting  thereby  to 
entitle  the  bearer  to  receive  the  money  put  into  circulation,  and 
made  Current  by  law.  It  is  not,  therefore,  like  g09ds  saleable 
only  in  market  overt,  and  not  otherwise  transferable,  except  by 
the  owner  or  under  his  authority,  but  is  in  all  those  several 
respects  similar  to  bills  of  exchange  and  promissory  notes,  and 
transferable  in  the  same  manner  as  they  are.  The  case,  therefore, 
stands  thus:  this  exchequer  bill  was  a  Current  and  Negotiable 
Instrument  for  the  payment  of  money.    Now  money  paaiBes  from 
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one  person  to  another  by  reason  of  its  Currrnot,  and  for  thai 
reason  only,  and  not  because  it  has  no  ear-mark,  it  cannot  be 
recovered  from  the  person  to  whom  it  has  been  passed.  The 
exchequer  bill,  therefore,  seems  to  me,  upon  the  same  principle,  to 
follow  the  nature  of  the  money  for  which  it  is  a  secority. 
•  .  .  .  This,  like  the  case  of  a  bill  indorsed  in  blank,  is 
payable  to  bearer,  where  the  right  arises  from  the  instrument 
itself,  and  it  is  not  necessary  to  deduce  the  title  through  the 
intermediate  holders." 

**  Batlet,  J.,  quite  concurred  in  the  doctrine  as  to  bank  notes 
and  bills  of  exchange  —  A  pawnee  of  goods  or  chattels,  or  a 
vendor  out  of  market  ove^  has  in  general  no  better  title  than  his 
pawnee  or  vendor,  and  cannot  resist  the  claim  of  the  rightftd 
owner:  but  bank  notes  and  bills  of  exchange  stand  upon  a 
different  footing  in  this  respect  from  ordinary  goods  and  chattels. 
The  holder  bona  fids,  and  for  a  valuable  consideration  of  a  bank 
note  or  bill  of  exchange,  has  a  good  title  against  all  the  world; 
because,  in  the  case  of  bank  notes,  they  are  considered  as  money, 
and  pass  as  such,  and  it  is  essential  for  the  purposes  of  trade  that 
delivery  should  give  a  perfect  title,  and  because  in  the  case  of  bills 
of  exchange  this  is  the  law  and  custom  of  merchants." 
J.  Bayley  came  to  the  conclusion  that  exchequer  bills  were 
of  the  nature  of  goods,  and  not  of  bank  notes  and  bills  of 
exchange. 

**  Abbott,  C.  J.,  however,  agreed  with  the  two  former  learned 
judges,  and  said — I  think  this  instrument  is  of  the  same  nature 

as  notes  and  bills  of  exchange Notes  and  bills  have 

been  distinguished  from  goods  in  regard  to  their  transfer,  for 
the  convenience  of  trade  and  commerce,  and  in  regard  to  their 
being  mercantile  and  commercial  instruments,  and  by  law 
negotiable.  It  may  be  true  that  exchequer  bills  are  not  so 
frequently  negotiated,  in  fact,  as  some  other  bills  or  notes;  but  I 
think  we  are  to  regard  the  negotiability  of  the  instrument,  and 

not  the .  frequency  of  actual  negotiation Compulsion 

to  receive,  an  instrument  in  payment  is  not  by  any  means  requisite 
to  give  to  it  the  character  of  a  Negotiable  Instrument.    No  man 

is  compelled  to  take  a  bill  of  exchange  in  payment 

For  these  reasons  I  am  of  opinion  that  exchequer  bills  are 
negotiable,  and  may  be  transferred  in  the  same  manner  as  bills  of 
exchange:  and  that  in  those  bills,  as  in  bills  of  exchange,  the 
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property  passes  with  the  possession  by  every  mode  of  transfer, 
fraud  and  collusion  apart/' 

In  Ingham  v.  Primrose,  (7  C.  B.  N.  S.,  85)  Williams,  J., 
delivering  the  judgment  of  the  Court,  said — "  It  is,  we  think, 
settled  law  that  if  the  defendant  had  drawn  a  cheque,  and  before 
he  had  issued  it  he  had  lost  it,  or  it  had  been  stolen  from  him, 
and  it  had  afterwards  found  its  way  into  the  hands  of  a  holder 
for  value  without  notice,  who  had  sued  the  defendant  upon  it, 
he  would  have  had  no  answer  to  the  action.  So  if  he  had 
indorsed  a  bill  in  blank,  or  a  bill  payable  to  his  order,  and  it  had 
been  lost  or  stolen  before  he  delivered  it  to  any  one  as  indorsee. 
The  reason  is  that  such  Negotiable  Instruments  have  by  the  law 
merchant  become  part  of  the  Mercantile  Currency  of  the 
country;  and  in  order  that  this  may  not  be  impeded,  it  is  requisite 
that  innocent  holders  for  value  should  have  a  right  to  enforce 
payment  of  them  against   those  who,  by  making  them,  have 

caused  them  to  he  a  part  of  the  Currency If  an  act 

done  with  such  an  intention  («.  e,y  of  cancelling  it)  by  the  maker 
of  a  Negotiable  Instrument,  does  not  manifest  the  intention  on  the 
face  of  the  instrument,  it  can  hardly  be  maintained  that  the  Act 
would  be  of  any  efficacy,  because  the  instrument  would  neverthe- 
less be  apparently  a  part  of  the  Mercantile  Currency." 

In  Whistler  v.  Forster  (14  C.  B.  N.  S.  248),  Erlb,  C.  J., 
said — "  According  to  the  law  merchant,  the  title  to  a  Negotiable 
Instrument  passes  by  indorsement  and  delivery.  A  title  so 
acquired  is  good  against  all  the  world,  provided  the  instrument 
is  taken  for  value,  and  without  notice  of  any  fraud. 

"Willes,  J. — ^The  general  rule  of  law  is  undoubted,  that 
no  one  can  transfer  a  better  title  than  he  himself  possesses; 
Nemo  dat  quod  non  habet.  To  this  there  are  some  exceptions: 
one  of  which  arises  out  of  the  rule  of  the  law  merchant 
as  to  Negotiable  Instruments.  These  being  part  of  the  Currency, 
are  subject  to  the  same  rule  as  money." 

In  Shuts  V.  Robins  (1  M.  &  M.,  133),  Lord  Tenterden  spoke 
of  bankers*  paper  as  being  part  of  the  Circulating  Medium  of 
the  country. 

7.  We  have  thus  laid  before  our  readers  an  authoritative 
exposition  of  the  true  legal  meaning  of  the  word  Currency,  and 
the  subjects  which  are  included  in  it.    We  see  by  a  series  of 
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dedBions  which  are  now  the  established  Commercial  Law  of  the 
oomitry,  that  the  word  Currency  means  simply  N£(K)tiabiutt, 
and  nothing  else^  i.  e,f  that  the  property  and  the  honest  posB^non 
of  those  things  which  possess  this  exceptional  attribute  are 
inseparable^  contrary  to  the  general  prindples  of  the  common 
law  regarding  stolen  goods,  merchandise,  and  cattle.  And  what 
does  this  exceptional  class  of  articles  include?  Why,  Money,  and 
all  Negotiable  Securities  to  pay  money  of  all  sorts  and  formBy 
bank  notes,  cheques,  bills  of  exchange,  promissory  notes,  bonds 
of  all  sorts;  in  fact,  money,  and  every  kind  of  negotiable  engage- 
ment to  pay  money. 

It  will  be  seen,  then,  that  in  strict  legal  phraseology  the  word 
Currency  can  only  be  applied  to  those  Rights  which  are 
recorded  on  some  material.  An  abstract  Right  cannot  be  loet» 
mislaid,  or  stolen  and  passed  away  in  commerce.  But  if  it  be 
recorded  on  some  material  substance,  it  may  then  be  lost,  or 
stolen,  and  sold  like  any  other  material  substance:  and  the  word 
Currency,  then,  simply  refers  to  some  legal  rules  relating  to  the 
transfer  of  the  property  in  it,  in  the  case  of  its  being  stolen  and 
passed  away  in  commerce.  For  an  obligation  to  be  capable  of 
being  Currency  in  law,  it  must  be  recorded  on  some  material  so 
as  to  be  capable  of  being  carried  in  the  hand,  or  put  away  in  a 
drawer,  and  dropped  in  the  street,  and  stolen  from  the  drawer  or 
from  a  man's  pocket,  and  carried  off  by  the  finder,  or  thief,  and 
sold  like  a  piece  of  goods.  The  word  Currency  has  no  reference 
whatever  to  any  property  it  has  of  paying,  discharging,  and 
closing  debts. 

Nothing,  therefore,  can  be  more  unphilosophical  pnmd  faeis 
than  to  designate  the  articles  themselves  by  the  name  of 
Currency,  because  they  possess  the  attribute  of  Currency.  It 
is  quite  common  to  speak  of  the  Currency  of  an  opinion;  but  no 
one  ever  yet,  that  we  are  aware  of,  thought  of  calling  the  opinion 
itself  Currency.  It  is  quite  usual  to  speak  of  the  Currency  of 
the  session  of  Parliament;  but  nobody  ever  called  the  session 
itself  Currency.  This  very  confusion  is  also  used  in  speaking  of 
bills  of  exchange ;  because  it  is  a  common  expression  to  speak  of  the 
currency  of  the  bill,  meaning  the  time  during  which  it  is  Current; 
whereas  the  bill  itself  is  called  Currency  because  the  property 
in  it  passes  by  delivery.  It  would  be  just  as  rational  to  call 
a  horse  a  velocity,  or  a  wheel  a  rotation,  as  to  call  money 
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Currency;  and  we  have  shewn  that  in  the  earlier  legal  reports  no 
one  ever  thought  of  sach  a  barbarism. 

Nevertheless,  if  the  force  of  pablic  usage  is  too  stroi^  to  be 
shaken,  and  the  word  Currency  is  too  firmly  established  as  the 
designation  of  a  certain  class  of  articles  to  be  rejected,  we  must 
disregard  its  literal  legal  meaning,  and  observe  its  philosophical 
sense;  because  there  is  an  enormous  mass  of  Credit,  or  Bights, 
which  is  not  embodied  in  any  material  instrument,  and  which 
therefore  cannot  be  lost,  stolen,  or  passed  away  in  commerce 
without  the  owner's  consent:  and,  consequently,  though  these 
cannot  be  subject  to  the  legal  rules  of  Currency,  they  perform 
a  gigantic  part  in  commerce,  just  in  the  same  way  as  if  they  were 
recorded  on  paper. 

Taking  a  banker  and  his  customer  as  the  standard  case  of 
debtor  and  creditor,  if  I  have  a  right  of  action  against  my  banker 
for  money,  it  makes  not  the  slightest  difference  in  the  nature  of 
the  Right  whether  it  is  recorded  on  paper  or  not.  If  I  wish  to 
transfer  the  Right  to  some  one  else,  I  may  do  it  by  means  of  a 
bank  note  or  cheque,  or  a  verbal  order  to  my  banker  to  transfer  a 
certain  quantity  of  the  credit  in  my  name  to  some  one  else's  name. 
We  have  already  shewn  that  in  Roman  law,  where  written 
instruments  were  not  used,  the  creditor,  the  debtor,  and  the 
assignee  were  obliged  to  meet,  and  the  creditor  transferred  the 
debt  orally  to  the  assignee.  This  was  a  valid  transfer.  And  such 
a  mode  of  proceeding  is  a  valid  transfer  in  English  law  at  the 
present  day.  But  in  a  vast  number  of  cases  this  is  a  very 
clumsy  and  inconvenient  way  of  transferring  debts.  It  is 
infinitely  more  convenient  to  do  so  by  writing.  But  whether 
the  transfer  be  effected  orally  or  by  writing,  it  can  make  no 
possible  difference  in  the  nature  of  the  Right.  Consequently,  if 
I  have  a  Right  against  my  banker,  and  if  I  write  a  cheque  for  the 
purpose  of  transferring  this  Right  to  some  one  else,  this  does  not 
affect  the  nature  of  the  existing  Right:  it  is  nothing  more  than 
a  convenient  way  of  transferring  it  to  some  one  else.  Writing 
a  cheque  does  not  create  a  new  Right;  it  merely  records  on 
paper  an  existing  Right  And  it  equally  exists  whether  it  is 
recorded  on  paper  or  not.  Payment,  therefore,  by  means  of  a 
bank  note,  a  cheque,  or  a  bank  credit,  is  absolutely  the  same. 
Now,  bank  not€«  and  cheques  are  Currency  in  strict  legal 
phraseology;  but  bank  credits  are  not  Currency,  because  tbqr 
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cannot  be  lost,  mislaid,  stolen,  and '"passed  away  in  oommeroe 
without  the  consent  of  tiie  owner. 

So  also  of  a  book  credit,  or  book  debt,  in  a  tradesman's  books. 
If  I  buy  goods  from  a  tradesman  on  credit,  that  credit  has 
performed  exactly  the  same  part  in  CiRCULATiNa  the  goods  as 
money:  because  we  have  expressly  defined  Circulation  to  be  the 
sale  of  goods  for  money  or  credit,  and  the  credit  has  been 
equally  the  medium  of  circulation,  or  sale,  whether  it  is 
recorded  on  paper  or  not;  but  it  is  not  Cubrenct,  because 
it  cannot  be  dropped  in  the  streets,  stolen,  and  transferred  to  some 
one  else  by  manual  delivery. 

If,  then,  we  are  compelled  to  adopt  this  barbarism,  and  employ 
the  word  Currency  as  a  philosophical  term,  it  must  most 
manifestly  be  extended  to  include  bank  credits  or  deposits,  book 
credits,  and  verbal  credits  of  all  descriptions. 

And  Uiis  is  exactly  what  commercial  law  does.  It  treats  any 
form  of  credit  payable  by  a  banker  on  demand,  as  money  or  cash, 
no  matter  whether  it  be  a  bank  note,  a  cheque,  or  a  bank  credit. 
They  are  all  in  the  eye  of  the  law  equally  payment:  that  is,  none 
of  them  are  legal  money :  that  is,  a  debtor  cannot  compel  his 
creditor  to  take  them  in  payment  of  a  debt:  but  if  he  chooses  to 
do  BO  without  objection,  they  all  stand  on  exactly  the  same 
footing  as  payment.  The  case  of  bank  notes  is  so  well  known 
that  we  need  not  cite  any  authorities.  With  regard  to  cheques. 
Lord  Mansfield  said,  in  Grrant  v.  Vaugftan,  that  a  cheque  is  the 
same  thing  as  a  bank  note.  In  Pearce  v.  Davis  (1  Moo.  &  Bob.), 
Patteson,  J.,  said  that  a  cheque  "  operates  as  payment  until  it 
has  been  presented  and  reftised."  So  in  Jones  v.  Arthur  (8  Dowl., 
442),  Coleridge,  J.,  held  that  tender  of  payment  by  cheque  is 
good  unless  objected  to  on  that  account.  Also  in  Bevan  v.  HiU 
(3  Camp.,  381),  where  a  person  having  accepted  a  cheque  in 
payment,  and  lost  it,  and  the  banker  failed,  having  fands  to 
meet  the  cheque.  Lord  Ellenborough  held  that  the  cheque  was 
payment. 

And  the  very  same  doctrine  is  true  regarding  a  Bank  Credit 
or  Deposit.  In  Gillard  v.  Wise  (5  B.  &  C.  134),  Holroyd,  J., 
said — **  Tlie  defendants,  instead  of  sending  a  clerk  to  receive  cash 
for  the  notes,  sent  them  to  the  persons  who  ought  to  have  paid 
them;  but  they  sent  them,  not  for  the  purpose  of  being 
paid  in  money,  but  of  being  placed  to  their  credit  in  aooonnt. 
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When  that  credit  wna  given,  %tt  legal  effect  was  the  same  aB  if 
the  notes  had  been  paid  to  them  io  money." 

Thus  a  Bight  of  Action  agaioBt  a  banker  payable  on  demand 
is,  in  commercial  circles,  considered  as  money,  or  cash,  whether 
it  be  in  the  form  of  a  bank  note,  a  cheque,  or  a  Imnk  credit :  and 
thongh,  of  course,  in  the  strict  leijal  sense,  only  the  two  former 
can  be  Currency,  yet,  in  a  philosophical  sense,  if  we  are 
compelled  to  adopt  the  word,  all  three  forma  must  be 
CURBBSCY. 

7.  And  so  in  other  points  of  Law  Bank  Notes  and  Bank  Credits 
are  held  to  be  included  in  the  term  money,  or  eosh.  In  the  case 
of  Lord  Ai/letbm/'s  mil.  Lord  Hardwicke  held  that  bank  notes 
passed  under  the  title  of  cash:  aud  in  Miller  v,  liiiro  Lord 
Manslield  said,  "  bank  notes  pass  by  a  will  which  beqneaths  all  the 
testator's  money  or  cash." 

But  the  very  same  doctrine  is  held  regarding  a  Bank  Credit,  or 
deposit,  or  a  balance  on  a  banking  account.  Thus  in  VatMy  y. 
lUynoUsib  Euss.,  12),  the  testator  bequeathed  "  to  his  wife  all  his 
book  debts,  ttuniies  in  hand;  and  to  his  executors  all  hia  monies 
ont  at  interest  or  mortgage,  notes  of  hand,  or  any  secnrity 
whatsoever."  Lord  Lyndhurst  said — "  The  testator  has  referred 
to  two  descriptions  of  monies,  monies  in  hand,  and  monies  out 
at  interest  on  mortgage,  notes  of  hand,  and  other  securitiea. 
The  l»alance  in  the  banker's  hands,  though  it  carries  interest, 
TTas  not  out  at  interest  or  security,  and  it  was  in  the  same  order 
find  disposition  of  the  testator,  as  if  it  had  been  deposited  in  his 
own  drawer.  It  must  be  inferred  that  (he  testator  Tueant  to 
pass  it  by  one  of  the  two  descriptions  which  he  has  nsed.  In  no 
sense  was  it  money  on  security,  and  in  a  reasonable  sense  it  was 
money  in  hand,  and  passed  therefore  to  the  wife." 

8o  in  Taijlor  v.  Tai/lor  (1  Jurist.,  401)  where  the  testator 
bequeathed  all  his  ready  money,  Ijord  Lamgdai.k  said — "  It  is 
true  that  in  strict  legal  language,  what  is  called  money  deposited 
at  a  banker's  is  nothing  more  than  a  debt,  and  cannot  be  called 
ready  money,  hot  in  the  ordinary  language  of  mankind  money 
at  a  banker's  is  called  ready  money,  and  we  must  construe 
a  will  according  to  the  ordinary  language  of  mankind." 

Again  in  Parker  v.  Mar^hant  (1  Y.  &  C,  290),  Bbpce,  V.  C, 
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said — ''  Undoubtedly  an  ordinary  balance  in  a  banker's  hands 
is,  in  a  sense,  a  debt  dae  from  him — certainly  he  may  be  sued 
for  it  as  a  debt.  But  it  may  be  equally  true  that  in  a  sense  it 
is  ready  money.  .  .  •  .  The  term  'debt,*  howeyer 
technicdly  correct,  is  not  colloquially,  or  &miliarly  applied  to  a 
balance  at  a  banking  house.  No  man  talks  of  his  banker  in 
that  character  being  indebted  to  him.  Men  speaking  of  sndi  a 
subject  say  that  they  have  so  much  at  their  banker's,  or  so  mndi 
in  their  banker's  hands,  a  mode  of  expression  indicating  yirtoal 
possession,  rather  than  that  right  to  which  the  law  applies  the 

term  chose-in-dction Agreeing  that  the  term  (ready 

money)  is  applicable  to  money  in  the  purse,  or  the  house,  I 
cannot  agree  that  it  is  confined  to  money  so  placed.  Money  paid 
into  a  banking  house,  in  the  ordinary  mode,  is  so  paid  for  the 
purpose  of  being  not  safe  merely,  but  ready  as  well  as  safe.** 
And,  consequently,  the  Y.  C.  held  that  a  Bank  Credit,  or  deposit 
passed  under  the  term  "ready  money."  And  this  opinion  was 
confirmed  on  appeal  (1  Phil.,  856)  by  Lord  Lyndhtjrst — ^** Nobody 
can  doubt  that  in  the  ordinary  use  of  language,  money  at  a 
banker's  would  be  considered  as  'ready  money.'  Everybody 
speaks  of  the  sum  which  he  has  at  his  banker's  as  money :  *  my 
money  at  my  banker's'  is  a  usual  mode  of  expression.  And  if  it 
is  money  at  the  banker's,  it  is  emphatically  ready  money,  because 
it  is  placed  there  for  the  purpose  of  being  ready  when  occasion 
requires:  it  is  received  upon  the  understanding  that  it  shall  be  so 
ready.  If  a  man  goes  to  his  banker,  the  money  is  counted  out  to 
him  on  the  table.  If  he  sends  an  order  for  the  money,  it  is 
counted  out  to  his  servant,  or  the  person  in  whose  favour  that 
order  is  made.  I  consider,  therefore,  that  it  is  strictly 
*  ready  money '  according  to  the  ordinary  acceptation  of  those 
terms  among  mankind." 

So  again  in  Manning  v.  Pi^cell  (2  Sm.  &  Giff.,  284)  the 
question  was  whether  a  balance  on  a  current  account,  and  a 
balance  on  a  deposit  account  payable  on  demand,  passed  under  the 
word  moneys  in  a  will,  Stuart,  V.  C,  said — "  The  question  as  to 
the  next  subject  of  gift  which  the  plaintiffs  deny  to  be  included 
in  the  gift  of  '  moneys,'  is  as  to  the  balances  of  the  testator  at 
his  bankers'.  The  testator  seems  to  have  had  balances  upon  a 
current  account,  and  balances  upon  a  deposit  account.  Now,  the 
balance  upon  the  current  account  certainly  passed.    It  is  also  my 
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opinion  that  the  money,  the  evidence  of  which  was  the  deposit 
notes,  alaa  passed  ander  the  description  of  moneys.  It  has  been 
maintained  in  argmnent,  thut  the  deposit  notes  are  the  vouchers 
given  b/  the  bonkers  with  whom  the  deposits  were  made  as 
Geciuity  tor  money,  and  tbey  have  been  likened  to  the  case  of 
money  secured  by  a  bond.  It  is  said  that  the  balance  dne  is 
simply  a  debt,  and  the  deposit  note  is  evidence  of  the  debt,  just  as 
ft  bond,  which  shews  a  debt,  and  binds  the  obligor  to  the  payment 
of  it.  Bnt  moneys  deposited  by  a  testator  with  his  bankers,  on  a 
deposit  acconnt,  the  balance  carrying  interest,  is  so  much  money 
at  the  disposal  of  the  testator,  and  is  as  readily  accessible  by  him 
as  moneys  in  an  ordinary  current  acconnt.  The  fact  that  interest 
is  allowed  upon  these  deposits,  la  a  reason  for  the  depositor  more 
reluctantly  drawing  upon  his  deposit  account;  but  in  point  of 
fact,  there  is  no  distinction  at  all  shewn  to  me  upon  the  custom 
of  the  bankers.  The  bankers  have  been  examined  in  this  case, 
and  the  habit  is  so  notorious  on  this,  that  it  would  not  require 
evidence  to  shew  that  where  a  banker  holds  money  for  which  he 
gives  a  deposit  note,  it  is  just  as  accessible  to  his  customer  as  if  it 
were  held  on  a  corrent  account. 

"  If  a  customer  having  a  balance  of  £10.000  at  his  bankers' 
wants  £1,000,  he  must  take  a  piece  of  paper  and  deliver  it  to  the 
bankers  before  the  bankers  would  pay  him  the  money  which  they 
hold  for  him.  Now,  with  respect  to  the  deposit  money,  the  cus- 
tomer, if  he  wants  that  money,  or  any  part  of  it,  must  bring  the 
deposit  receipt  instead  of  an  ordinary  cheque  ;  bnt  that  does  not 
make  it  less  accessible  to  him  than  if  the  bankers  held  it  liable  to 
be  paid  on  cheques.  If  the  slightest  doubt  were  cast  upon 
the  accessibility  of  a  depositor's  money  which  a  banker  holds 
on  deposit  receipts,  it  would  soon  put  an  end  to  the  account 
altogether. 

"  My  decision  proceeds  upon  this,  that  as  to  the  deposit  note,  as 
much  aa  to  the  current  account,  the  relation  of  banker  and  cus- 
tomer exists ;  that  the  bankers  holding  money  of  a  customer, 
whether  on  a  deposit  acconnt  or  a  current  account,  unless  there  is 
some  express  contract  U)  take  it  out  of  the  ordinary  case  of  deposit, 
holds  it  as  money,  and  as  money,  so  readily  accessible  to  the  cns- 
toroer  on  the  relation  of  banker  and  customer,  that  it  is  held  to 
pass  under  the  description  of  money  generally." 
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8.  The  importAnce  and  the  practical  bearing  of  these  inyesti- 
gations  and  decisions  are  evident.  In  modem  times  private 
bankers  discontinued  issuing  notes,  and  merely  created  Credits  in 
their  customers'  favour  to  be  drawn  against-  by  Cheques.  These 
Credits  are  in  banking  language  termed  Deposits.  Now  many 
persons  seeing  a  material  Bank  Note,  which  is  only  a  Right  re- 
corded on  paper,  are  willing  to  admit  that  a  Bank  Note  is  cash. 
But,  from  the  want  of  a  little  reflection,  they  feel  a  difficulty  with 
regard  to  what  they  see  as  Deposits.  They  admit  that  a  Bank 
Note  is  an  "  Issue,"  and  "  Currency,"  and  *^  Circulation,"  but  they 
fail  to  see  that  a  Bank  Credit  is  exactly  in  the  same  sense  equally 
an  "  Issue,"  "  Currency,"  and  **  Circulation." 

When  a  banker,  in  exchange  for  money,  or  in  exchange  or  the 
purchase  of  a  Bill  of  Exchange,  gives  his  Notes  to  his  customer, 
he  creates  and  Issues  a  Right  of  Action  against  himself,  whidi 
the  customer  may  transfer  to  any  one  else.  But  also  when  a 
banker  in  exchange  for  money,  or  in  exchange  for  a  Bill  of  Ex- 
change, creates  a  Credit  in  his  books  in  his  customer's  favour,  he 
equally  creates  and  "  Issues  "  a  Right  of  Action  against  himself : 
and  by  delivering  a  cheque  book  to  his  customer  he  thereby 
engages  to  pay  the  Credit  to  any  one  else  to  whom  his  customer 
may  transfer  it.  Either  form  of  Credit,  therefore,  is  equally  the 
Issue  of  a  Right  of  Action  to  the  customer.  He  has  exactly  the 
same  right  to  demand  payment  of  his  Credit  from  the  banker, 
and  exactly  the  same  right  to  transfer  it  to  any  one  else,  whether 
it  be  by  Note  or  by  Cheque. 

Unreflecting  persons  see  only  so  many  figures  in  a  book  :  they 
are  startled  at  hearing  them  called  Wealth  :  but,  in  fact,  these 
figures  are  only  the  evidence  of  so  many  transferable  rights  of 
action  in  the  persons  of  the  bankers'  creditors.  These  Rights  are 
just  as  much  "  issued  "  and  in  "  circulation "  as  if  they  were 
Notes.  They  are  equally  liabilities  to  pay  on  demand.  No  doubt 
it  is  usual  in  bank  returns  to  distinguish  between  Notes  and 
Credits  ;  but  suppose  they  were  not  so  distinguished,  but  merely 
called  liabilities,  would  not  every  one  see  that  they  stand  on 
exactly  the  same  footing?  Would  any  one  then  make  any 
difference  between  them  ? 

Thus  these  Bank  Credits,  or  Deposits,  are  a  mass  of  Property, 
just  like  so  much  com  or  timber ;  they  are  Pecunia,  Bona^  Buy 
Merx  ;  they  are  now,  though,  of  course,  legally  only  debts  for  all 
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practical  pnrpoBea,  the  current  coin  of  commerce :  and  the  great 

medinm  of  payment  of  the  conntry  :  and  specie  is  now  only  med 
occasionally,  and  aa  a  snpplement  to  payments  in  Credits  of 
different  forms. 

Nothing  can  be  more  unfortunate  or  misleading  than  the 
expression  which  is  bo  frequently  nsed  that  banking  is  only 
the  "  Economy  of  Capital,"  and  that  the  bnainesa  of  a  banker 
is  to  borrow  money  from  one  set  of  persona  and  to  lend  it  ia 
another  set.  Bankers,  no  doubt,  do  collect  sums  from  a  vast 
number  of  persona,  but  the  peculiar  essence  of  their  business  is, 
not  to  lend  that  money  to  other  persons,  but  on  the  basis  of  this 
bulhon  to  create  a  vast  snperstmctore  of  Credit ;  to  multiply  their 
promises  to  pay  many  times :  these  Credits  being  payable  on 
demand  and  performing  all  the  fonctions  of  an  equal  amount  of 
cash,  Thus  banking  is  not  an  Economy  of  Capital,  but  an  in- 
crease of  Capital  i  the  business  of  banking  is  not  to  lend  money, 
but  to  create  Credit :  and  by  means  of  the  Clearing  House  these 
Credits  are  now  transferred  from  one  bank  to  another,  just  as 
easily  as  a  Credit  is  transferred  from  one  account  to  another  iti  the 
same  bank  by  means  of  a  cheque.  And  all  these  Credits  are  in 
the  ordinary  language  and  practice  of  commerce  exactly  equal  to 
BO  much  cash  or  Currency. 

9.  After  the  authoritative  exposition  we  have  giren  above  of 
the  real  meaning  of  the  word  Currbkct,  and  the  judicial  de- 
cisions of  what  it  includes,  it  is  rather  a  work  of  supererogation 
to  cile  tlie  opinions  of  lay  wTJtera,  The  controversies  as  to  the 
meaning  of  Currency  did  not  arise  until  Smith  had  been  several 
years  in  liis  grave  ;  but  we  think  that  no  one  who  reads  his  work 
can  form  any  doubt  but  that  bills  of  exchange  are  necessarily 
included  nnder  his  designation  of  paper  money.    The  qncstion, 

►  however,  is  extremely  unimportant,  and  would  take  far  loo  moch 
space  to  eianiine  thoroughly. 
The  first  occasion  on  which  we  have  met  the  term  Circulating 
Medium  is  in  the  dcbale  on  the  Rank  Restriction  Act,  1797,'  in 
which  Mr.  Fox  said  he  wished  that  gentlemen,  "  instead  of  amusing 
themselves  with  new  terms  of  '  Circulating  Medium '  and   the 

I  like,"  which  shews  that  it  most  then  have  been  of  very  recent 
introdnction.    Mr.  Pitt,  in  his  reply,  said — "  As  so  much  has  been 
■  ntrtiawnUiy  UUlors  "/  fntftem/.    Foi.  XXXIII..  f.  HO. 
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said  upon  the  nature  of  a  Circnlating  Mediam,  he  thonght  it 
necessary  to  notice  that  he  did  not  for  his  own  part  take  it  to  be 
of  that  empirical  kind  which  had  been  genertJlj  described.  It 
appeared  to  him  to  consist  in  anything  that  answered  the  great 
purposes  of  trade  and  commerce^  whether  in  specie,  paper,  or  any 
other  term  that  might  be  used."  It  is  quite  evident,  therefore, 
that  bills  of  exchange,  cheques,  and  bai^  credits  would  all  be 
included  under  such  a  designation,  because  they  all  eflEect  the 
circulation  of  merchandise. 

The  first  place  in  which  we  have  met  the  doctrine  that  the  word 
Currency,  or  Circulating  Medium,  is  to  be  restricted  to  specie  and 
Bank  Notes  only,  is  in  a  letter  of  Mr.  Boyd,  a  well  known 
financial  agent,  to  Mr.  Pitt.  He  says,  p.  2 — "  By  the  words 
'Means  of  Circulation,'  *  Circulating  Medium,'  and  'Currency,* 
which  are  used  almost  as  synonymous  terms  in  this  letter,  I 
understand  always  ready  maney,  whether  consisting  of  Bank 
Notes  or  specie,  in  contradistinction  to  Bills  of  Exchange,  Navy 
Bills,  Exchequer  BiUs,  or  any  other  negotiable  paper,  which  form 
no  part  of  the  circulating  medium,  as  I  have  always  nndersftood 
the  term.  The  latter  is  the  circulator;  the  former  are  merely 
objects  of  circulation."  But  Mr.  Boyd,  in  his  prefieioe,  says — 
"  But  from  the  mere  return  of  bank  notes  (without  that  of  the 
balances  on  the  books,  for  which  the  bank  is  likewise  liable,  and  of 
the  specie  in  its  coffers)  no  accurate  estimate  can  be  formed  of  tiie 
positive  difference  between  the  present  and  the  former  circula- 
tion." Mr.  Boyd,  therefore,  expressly  includes  Bank  Credits,  or 
Deposits,  under  the  title  Currency,  and  as  his  notion  of  Currency 
was  ready  money,  it  is  quite  evident  that  Cheques  were  also 
Currency  in  his  opinion,  because  we  have  seen  that  Mercantile 
Law  considers  Bank  Notes,  Cheques,  and  Bank  Credits,  as  all 
equally  ready  money. 

Whether  this  opinion  of  Mr.  Boyd's  gained  any  adherents  we 
cannot  say  ;  but,  in  opposition  to  this  novel  doctrine,  Mr.  Henry 
Thornton,  one  of  the  authors  of  the  Bullion  Report,  said^ — ^'^  A 
multitude  of  bills  pass  between  trader  and  trader  in  the  country 
in  the  manner  that  has  been  described  ;  and  they  evidently  form, 
in  the  strictest  sense,  a  part  of  the  Circulating  Medium  of  the 
country."  And  in  a  note  on  this  passage  he  says — "  Mr.  Boyd,  in 
his  publication  addressed  to  Mr.  Pitt  on  the  subject  of  the  Bank 

>  Ingpiiry  itUo  the  Kature  cad  EffecU  of  th$  Flapcr  Credit  of  Great  Britai^p.  4D. 
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of  England  iesnes,  propagates  the  eame  error  into  which  maoy 
otherB  have  fallen,  of  considering  billa  as  no  part  of  the  circula- 
ting medium  of  the  country."  After  quoting  the  above  parage 
from  Mr.  Boyd,  he  says — "  It  will  be  seen  in  the  progress  of  tliis 
work,  that  it  was  necessary  to  clear  away  much  confusion  which 
has  arisen  from  the  want  of  a  sufficiently  full  acquaintance  with 
the  several  kinds  of  paper  credit,  and,  in  particular,  to  remove, 
by  a  considerable  detail,  tiie  prevailing  errors  respecting  the 
nature  of  bills,  before  it  could  be  possible  to  reason  properly  nfwn 
the  eifecte  of  paper  credit." 

Certiunly  no  influential  person  at  that  time  adopted  such  an 
opinion,  and  we  may  qnote  a  passage  from  the  speecli  of  the 
Marquis  of  Tichfield,  one  of  the  most  distinguished  of  the  rising 
men  of  the  day,  on  Mr,  Western's  motion,  in  1822,  regarding  the 
Act  of  1819.  He  said — "Economy  of  money  was,  by  contri- 
vances to  spare  the  use  of  it,  according  to  the  description  of  his 
right  honourable  friend,  by  substitution  of  the  precious  metals  in 
the  shape  of  voluntary  credit.  Every  new  contrivance  of  this 
kind,  and  every  one  improved,  had  that  tendency.  When  it  was 
considered  to  how  great  an  extent  these  contrivances  had  been 
practised,  in  the  various  modes  of  verbal,  book,  and  etrcula/tiig 
tredUs,  it  u-as  easy  to  see  that  the  country  had  received  a  ffreat 
addition  to  ita  Curreitry,  This  addition  to  the  Citrrency  would,  of 
course,  have  t/ie  mme  effect  as  if  gold  had  been  inereaeed  from  the 
mines."  Here,  therefore,  we  see  it  explicitly  stated  that  credit,  in 
all  its  shapes  and  forms,  was  independent,  eschangeablo  property, 
of  the  value  of,  and  producing  the  same  effects  as,  gold, 

10.  A  few  traces  of  Mr.  Boyd's  opinion  may  be  discovered  in 
certain  writers  after  this  period;  but,  as  this  view  was  most 
prominently  brought  forward  l>efore  the  Committee  of  I8i0,  wo 
may  i>ass  at  once  to  tliat. 

Mr.  .T.  B,  Smith,  President  of  the  Chamber  of  Commerce  of 
Manchester,  said  that  be  thought  Circulation  and  Currency  were 
the  same  (Q.  40) ;  that  deposits  were  Currency,  which  was,  in 
fact,  another  word  for  liabiUtiea. 

70.  Mr.  ffConmll — "  There  is  another  description  of  paper  in 
circulation,  namely,  bills  of  exchange  ;  do  you  include  those  also 
in  your  description  of  the  Currency  ? — I  do  not  consider  bills  of 
exchange  08  Currency. 
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71.  "  What  is  the  diflferenoe  between  a  bill  of  exchange  which 
is  passing  from  hand  to  hand  and  commanding  property  in 
retorn  for  it^  and  a  bank  note  which  is  performing  the  same 
ftmctions,  supposing  each  to  be  worth  £100  ? — I  consider  a  bill 
of  exchange  to  be  a  debt. 

72.  ^'  Is  not  a  bank  note  a  debt  ? — ^The  difference  between  a 
bill  of  exchange  and  correnc^  would  be  this,  that  correncj  would 
discharge  the  debt ;  the  payment  of  a  bill  of  exchange  is  not  the 
discharge  of  a  debt  till  it  is  due. 

78.  Mr.  Smith — '^Supposing  this  case  to  happen,  that  the 
same  bill  of  exchange  passed  through  a  banker's  hands  six 
times  in  one  day  on  the  account  of  different  persons  baring 
accounts  with  this  bank,  should  you  not  say  that  that  bill  of 
exchange  discharged  the  functions  of  currency? — It  is  a  mere 
transfer,  after  all,  from  hand  to  hand,  with,  CTery  time  it  is 
indorsed,  an  additional  security. 

79.  "  Supposing  it  not  to  be  indorsed,  can  you  point  out  the 
difference  between  that  and  a  Bank  of  England  note  ? — ^The 
difference  between  a  Bill  of  Exchange  and  a  Bank  of  England 
note  in  any  transaction,  is  that  a  Bill  of  Exchange  is  a  debt,  and 
it  continues  a  debt  till  it  is  discharged  by  a  Bank  of  England 
note,  or  by  some  other  Currency,  which  is  a  full  discharge  of 
the  debt. 

80.  Sir  R.  Peel — "  What  does  a  Bank  of  England  note  profess 
upon  the  face  of  it ;  is  it  not  *  I  promise  to  pay  ?  * — Precisely  so. 

81.  "Is  not  that  evidence  of  a  debt ?— Certainly,  but  it  is 
legal  tender. 

82.  "  Supposing  a  law  were  passed  permitting  a  gold  circula- 
tion to  continue,  and  prohibiting  the  issue  of  notes  by  the  Bank, 
do  you  not  think  that  the  measure  which  traders  would  resort  to 
would  be  to  supply  the  deficiency  by  Bills  of  Exchange  ? — It  is 
probable  ;  it  might  be  so. 

88.  "  Would  not  they  answer  the  purposes  of  Currency  ? — Bills 
of  Exchange  do  not  perform  the  functions  of  Currency,  but  they 
are  instruments  by  which  commodities  are  exchanged,  equally 
with  every  other  mode  of  Credit,  but  requiring  money  for  their 
discharge. 

84.  "  Though  there  is  a  difference  in  the  nature  of  the  transac- 
tions between  the  issue  of  a  note,  payable  on  demand,  and  passing 
of  a  bill  of  exchange,  is  there  any  substantial  difference  in  their 
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Bensible  effect  on  the  Currency  of  the  country  ? — I  do  not  think 
that  Bills  of  Bichange  affect  the  Currency,  though  the  Cnrrency 
has  a  Tery  important  influence  on  Bills  of  Exchange. 

87.  "Do  not  yon  recollect,  that  during  the  Bank  restriction 
law,  there  did  not  remain  a  circulation  of  Bank  of  England 
notes  in  parts  of  Lancaaliire  for  the  discharge  of  small  payments, 
but  that,  in  point  of  fact,  the  great  commercial  tranHactionB  of 
Lancashire  were  carried  oa  by  the  intervention  of  Bills  of 
Exchange,  performing  the  ordinaty  functions  of  currency  by 
means  of  promissory  notos  ? — Unquestionably,  and  a  Tery  large 
amount  of  these  payments  are  still  in  esistence. 

88.  "  When  paymcnte  do  take  place  by  these  means,  do  not 
Bills  of  Exchange  answer,  in  a  great  measure,  the  functions  of 
promissory  notes,  though  there  is  a  difference  in  the  character  of 
the  transaction  between  a  Bill  of  Exchange  and  a  promissory 
note  ? — Yea.  they  are  a  medium  for  the  exchange  and  distribution 
of  commodities,  no  donbt. 

R9.  "  They  are  the  representatives  of  commodities  ? — Yea;  they 
are  representatives  of  transactions  in  commodities. 

90.  "  Then  are  they  not  Currency  ? — No,  I  do  not  think  that 
follows. 

91.  Mr.  O'Connell — "What  is  Cnrrency  but  an  instrument  of 
exchange  ? — It  is  an  instrument  of  exchange,  but  it  is  an 
equivalent  also  for  commodities. 

92.  "  A  Bill  of  Exchan^  performs  that  function,  it  assists  to 
exchange  commodities  ? — Yes,  a  Bill  of  Bschange  aBsista  in  the 
exchange  and  distribution  of  commodities. 

93.  "  Then  it  haa  that  fimction  of  Currency  ? — Yes,  it 
has. 

94.  "Then,  having  that  function  of  Cmreiicy,  which,  perhaps, 
is  the  only  function,  can  you  distingnish  that  from  Currency? 
What  is  there  in  yonr  mind  to  induce  you  to  say  that  that  is 
not  Currency  which  performs  the  fnnctions  of  Currency  ? — I  have 
already  explained  that  the  diflereuce  between  a  Bill  of  Exchange 
and  Cnrrency  is  tliis,  that  the  one  discharges  a  debt  and  the  other 
does  not. 

95.  Mr.  Warburlon — "  If  a  party  receiving  a  Bill  of  Exchange 
indoreed,  were  to  give  you  a  receipt  in  full  for  the  payment  of  the 
debt,  would  not  that  Bill  of  Exchange  perform  precisely  the  same 
functionfi  as  a  bank  note  does  ? — Yes,  but  it  would  be  merely  a 
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party  consenting  to  accept  a  debt  doe  from  another  person  in  fall 
discharge  of  the  debt  due  to  himself. 

96.  Mr.  fferries — ''  Is  not  that  a  very  common  proceeding  in 
trade  ? — I  am  not  aware  of  that.  If  I  am  asked  whether  parties 
accept  Bills  of  Exchange  for  debts,  that  is  a  fact,  bat  whether 
they  accept  them  in  fnll  discharge  of  a  debt  contracted,  I  am  not 
aware. 

97.  Mr.  Giahome — ^"Do  yon  consider  a  £10  note  of  a  oonntry 
bank,  a  joint  stock  bank,  to  rank  nnder  Currency,  or  to  rank 
under  Bills  of  Exchange  ? — Under  Currency. 

98.  Mr.  Orote — "Suppose  there  was  a  seven-day  post  hill 
issued  by  a  banker,  would  yon  consider  that  a  part  of  the 
Currency  ? — ^No. 

99.  Mr.  LahouchBre — ^'^  Suppose  it  was  a  scTen-day  post 
bill  issued  by  the  Bank  of  England? — ^No,  not  until  dis- 
charged. 

100.  Mr.  O'Conmll — ^**A  cheque  on  the  Bank  is  Currency  in 
London,  is  it  not? — It  performs  the  function  of  Currency;  it  is  a 
transfer  of  Currency  from  one  to  another. 

118.  Mr.  Wood — "  Will  you  define  what  you  mean  as  consti- 
tuting the  entire  Currency  of  the  country? — I  should  define 
Currency  to  be  gold  and  silver,  or  the  promises  of  bankers 
to  pay  on  demand,  which  either  constitute  a  legal  tender,  or 
which  the  public  are  willing  to  accept  in  lieu  of  coin  in  discharge 
of  debts.  I  consider  the  Currency  in  this  country  to  consist  first 
of  coin  in  circulation ;  secondly,  of  Bank  of  England  notes  issued 
against  bullion,  and  of  Bank  of  England  notes  issued  against 
securities ;  thirdly,  of  deposits  in  the  Bank  of  England,  payable 
on  demand,  the  same  as  bank  notes;  fourthly,  of  notes  issued 
by  the  country  banks;  and  fifthly,  of  deposits  in  country  banks 
in  their  own  notes,  which  are  of  the  same  character  as  deposits  in 
the  Bank  of  England." 

As  to  the  meaning  of  deposits,  and  the  general  confusion  as 
to  the  way  in  which  they  arise,  we  may  refer  to  the  exposition 
of  the  Mechanism  of  Banking  given  in  a  former  chapter. 
The  witness  was  further  examined  at  immense  length,  bnt  the 
above  gives  the  substance  of  his  opinions. 

11.  Mr.  CoBDEN  was  of  opinion  that  no  inflation  of  the 
Currency  would  arise   from    Bills  of  Exchange,  provided  the 
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munejr  of  the  country  were  not  preriouBly  inflated.  There 
is  ft  great  distinction  between  a  Bill  of  Exchange  and  a  bank 
note.  A  Bill  of  Exchange  follows  the  trading  transaction,  and  is 
merely  a  voucher  for  the  traiiHaction.  in  the  shape  of  a  transfer  of 
the  debt,  or  an  acknowledgment  of  the  debt;  bnt  a  bank  note  put 
into  circulation  either  in  the  purchase  of  public  aecurities  or  in  a 
loan,  or  in  any  other  way,  goes  to  the  artificial  creation  of  com- 
mercial transaetions,  and  is  not  itdetf  necessarily  original«d  by 
the  transaction.  Bills  of  Exchange  can  multiply  only  in  pro- 
portion to  commercial  transactions,  provided  the  Currency  be  kept 
as  a  metallic  currency. 

Mr.  Cobdeu  said  that,  with  a  metallic  Currency,  there  would  be 
no  risk  of  any  great  extent  of  accommodation  bills;  an  opinion 
which  we  think  is  scarcely  warranted  by  the  reality. 

578.  Mr.  Smith — "  Inasmuch  aa  Bills  of  Exchange  are  used 
at  Manchester  as  an  instrument  of  exchange,  do  they  not  form 
part  of  the  Currency? — No;  I  have  defined  Currency  to  be 
money.  I  cannot  call  a  Bill  of  Exchange  money.  It  is  a  promise 
to  pay  money  at  a  certain  time,  and  it  is  a  security  only  for  a 
certain  time,  after  which  all  securitiea  are  forfeited," 

Mr.  W.  R.  Wakd  (674)  considered  Currency  to  be  coined  gold, 
fiilver,  and  copper,  and  not«s  payable  on  demand,  issued  by  the 
Bank  of  England  and  country  banks. 

Mr.  RiCHAHB  Page  understood  Currency  to  mean  the  current 
money  of  a  country,  in  which  debts  are  dischai^ed  and  commo- 
dities purchased  and  sold,  and  consisting  of  Bank  of  England 
not«a  and  gold  and  silver.  Country  bank  notes  ha  considered 
only  to  be  money  by  courtesy.  He  included  deposits  in  the 
Bank  of  England;  but,  as  he  gave  to  the  word  "  deposit  "aa 
inaccurate  meaning,  we  do  not  know  what  he  would  have  done 
if  he  had  uuderstood  tlie  real  meaning. 

12.  Mr.  Geohob  Wardb  Norkan,  a  Director  of  the  Bank  of 
England,  was  asked: — 

1691.  "Are  there  any  grounds  for  considering  the  depoaita 
of  the  Bank  of  England  aa  Currency  ? — No,  I  think  not. 

1692.  •■  Do  you  consider  that  any  deposits,  merely  in  their 
character  of  deposits,  can  be  considered  as  Cnrreucy  7 — No,  I  do 
not. 

1693.  "  Wilt  you   state  what,  in    your   opinion,    forms    the 
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distinction  between  Cnrrency  and   depoeitB? — I  consider   that, 
looking  broadly  at  depositB  and  Cnrrencjy  they  are  quite  distinct; 
they  hare  little  to  do  with  each  other.    Bat  I  conceive  that  the 
use  of  deposits  is  one  of  the  banking  expedients,  which  is  ayail- 
able  for  economising  Corrency,  along  with  a  great  many  others. 
I  do  not  consider  them  as  Currency  or  money.     I   ought  to 
observe,  perhaps,  to  the  Committee,  that  I  employ  the  words 
^ money'  and  'currency'  as    synonymous.      Deposits  are  used 
by  means  of   transfers   made  in  the  books  of  bankers;   and 
these  afford  the  means  of  adjusting  and  settling   transactions, 
vaipro  tanto  dispense  with  a  certain  quantity  of  money;  or  they 
may  be  set  off  against  each  other,  from  one  banker  to  another, 
to  a  certain  extent,  and  thus  produce  the  same  effect.    SdU 
they  possess  the  essential  qualities  of  money  in  a  very  low 
degree. 

1694.  ''Do  you  entertain  a  similar  opinion  as  to  Bills  of 
Exchange  ? — ^Yes,  exactly;  I  think  they  are  also  used  to  economise 
Currency.  I  look  upon  them  as  banking  expedients  for  that 
purpose;  but  they  do  not  possess  fully  the  qualities  which  I 
consider  money  to  possess. 

1696.  "  Will  you  explain  the  difference  between  the  fonctions 
which  money  will  perform  and  those  which  Bills  of  Exchange 
or  deposits  will  perform  ? — ^To  answer  that  question  folly,  one 
must,  I  am  afraid,  take  rather  a  wide  view;  but  I  look  upon  it 
that  the  three  most  essential  qualities  money  should  possess  are, 
that  it  should  be  in  universal  demand  by  everybody,  in  all  times 
and  all  places;  that  it  should  possess  fixed  value;  and  that  it 
should  be  a  perfect  numerator.  There  are  other  qualities;  but 
I  think  these  are  the  most  essential.  Now,  when  I  look  at  all 
banking  expedients,  I  find  they  do  not  possess  these  qualities 
fully.  They  possess  them  in  a  very  low  degree;  and,  therefore, 
as  we  see  took  place  in  the  autumn  of  1835,  with  a  very  large 
increase  of  the  deposits  of  the  Bank,  the  circulation  diminished, 
and  there  are  every  appearance  of  the  effects  of  contraction: 
there  was  an  increased  influx  of  treasure;  and  I  conceive  from 
that  there  were  lower  prices.  By  a  numerator  I  mean  that  which 
measures  the  value  of  other  commodities  with  the  greatest  possible 
fiwility.  If  we  look  at  all  these  banking  expedients,  we  see  that 
they  possess  the  three  qualities  which  I  have  mentioned  in  a  very 
much  lower  degree. 
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1696.  "Will  yon  state  in  what  respect? — I  can  only  take 
them  one  by  one.  A  Bill  of  Eiuhange  is  an  inatnunent  eommonly 
payable  at  Bome  fiitnre  time,  at  a  certain  place,  and  to  some 
particular  individual;  it  is  of  no  use  to  any  other  individual, 
except  it  is  indorsed  to  him,  A  man  cannot  go  into  a  shop  with 
a  UiU  of  Exchange  and  buy  what  he  waats;  he  could  not  pay  his 
labourers  with  a  Bill  of  Exchange.  The  same  with  a  banker's 
depcfiit,  he  can  do  nothing  of  that  sort  with  that;  he  can  do 
with  less  money  than  he  would  otherwise  employ,  if  he  has 
Bills  of  Exchange,  or  bankers'  de|)osiU;  bnt  he  cannot,  with 
Billa  of  Exchange  or  bankers'  deposit*,  do  whatever  he 
could  with  sovereigns  and  BhilHngs.  By  a  banker's  deposit, 
I  mean  a  credit  in  a  banker's  books;  nothing  more  nor  less  titan 
that." 


13.  Mr,  Sauuel  Joiies  Lotd,  now  Lord  Ovehstonk,  was 
asked: — 

2C6.'>.  "  What  is  it  that  you  include  in  the  term  circulation  ? — 
I  include  in  the  ttirm  circulation,  metallic  coin,  and  paper  notes 
promising  to  pay  the  metallic  coin  to  bearer  on  demand.    ■    .    . 

2CC1,  "  In  your  definition,  then,  of  the  word  circniation,  you  do 
not  include  depoaite  ? — No,  I  do  not. 

2662.  "  Do  you  include  Bills  of  Exchange  ? — No,  I  do 
not, 

2663.  '■  Why  do  yon  not  include  deposits  in  your  definition 
of  circulation  ? — To  uuaiver  that  question,  I  beliero  I  must  bo 
allowed  to  revert  to  Bret  principles.  The  precious  metals  are 
distributed  to  the  different  countries  of  tlie  world  by  tiie  opera- 
tion of  particular  luus,  which  have  been  investigated  anu  are 
now  well  recognised.  These  laws  allot  to  each  country  a  certain 
portion  of  the  precious  metals,  which,  while  other  things  remain 
unchanged,  remains  itself  unchanged.  The  precious  metals,  con- 
verted into  coin,  constitute  the  money  of  each  country.  That 
coin  circulates  sometimes  in  kind;  but,  in  highly  advanced 
conntries,  it  is  represented  to  a  certain  extent  by  paper  notes, 
promising  to  pay  the  coin  to  bearer  on  dcmandj  these  notes 
being  of  such  a  nature  in  principle  that  the  increase  of  them 
supplants  coin  to  an  equal  amount.  Where  those  notes  are  in 
use,  the  metAllic  coin,  togetlier  with  those  notes,  constitate  the 
money  or  Currency  of  that  country.    Now,  this  money  is  marked 
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by  oertain  distingaishing  characteristics;   first  of  all,  that  its 
amount  is  determined  by  the  laws  which  apportion  the  fnnecioaB 
metals  to  the  different  countries  of  the  world;  secondly,  that  it 
is  in  every  country  the  common  measure  of  the  yalue  of  all  other 
commodities,  the  standard,  by  reference  to  which  the  valae  ct 
every  other  commodity  is  ascertained,  and  every  contract  fill- 
filled;  and,  thirdly,  it  becomes  the  common  medium  of  exchange 
for  the  adjustment  of  all  transactions  equally  at  all  timesy  between 
all  persons,  and  in  all  places.    It  has,  further,  the  qaality  of  dis- 
charging these  functions  in  endless  succession.    Now,  I  oonceive 
that  neither  deposits  nor  Bills  of  Exchange,  in  any  way  whatever, 
possess  these  qualities.    In  the  first  place,  the  amount  of  them  is 
not  determined  by  the  laws  which  determine  the  amount  of  the 
precious  metals  in  each  country;    in  the    second   place,   they 
will  in  no  respect  serve  as  a  common  measure  of  value,  or  a 
standard,  by  reference  to  which  we  can  measure  the  relative  value 
of  all  other  commodities;   and,  in  the  next  place,  they  do  nob 
possess  that  power  of  universal  exchangeability  which  belongs  to 
the  money  of  the  country. 

2664.  "Why  do  you  not  include  Bills  of  Exchange  in  cir- 
culation ? — I  exclude  Bills  of  Exchange  for  precisely  the  same 
reasons  that  I  have  stated  in  my  former  answer  for  excluding 
deposits.  There  is  another  passage  in  the  same  report  which 
appears  to  me  to  shew  very  clearly  that  the  French  Chamber 
have  fully  appreciated  the  distinction  between  Bills  of  Exchange 
and  money : — *  Every  written  obligation  to  pay  a  sxun  due  may 
become  a  sign  of  the  money :  the  sign  has  acquired  some  of  the 
advantages  of  circulating  money;  because,  like  bills  of  exchange, 
it  may  be  transmitted  by  the  easy  and  prompt  method  of  indorse- 
ment. But  what  obstacles  there  are  !  It  does  not  represent  at 
every  instant  to  its  holder  the  sum  inscribed  on  it ;  it  can  only  be 
paid  at  a  distant  time :  to  realise  it  at  once,  it  must  be  parted 
with.  If  one  finds  any  one  sufficiently  trustful  to  accept  it,  it  can 
only  be  transferred  by  guaranteeing  it  by  indorsement.  It  is  an 
eventful  obligation  which  one  contracts  one  self,  and  under  the 
weight  of  which,  until  it  is  paid,  one*s  credit  suflfers.  One  is  not 
always  disposed  to  reveal  the  nature  of  one's  business  by  the  sig- 
natures one  puts  in  circulation.  These  inconveniences  led  people 
to  find  out  a  sign  of  money  still  more  active  and  more  convenient, 
which  shares,  like  the  Bill  of  Exchange,  the  qualities  of  metallic 
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monej,  becanee  it  has  no  other  merit  but  to  represent  it,  bnt 
which  can  procure  it  at  any  moment;  which,  like  the  piece  of 
money,  is  transferred  from  hand  to  hand,  without  the  necessity  of 
being  guajranteed,  without  leaying  traces  of  its  posaage.  The  note 
payable  to  bearer  on  demand,  issued  by  [K>werfal  associatiouB 
formed  under  the  authority  and  acting  uuder  the  coatinual 
observation  of  government,  has  appeared  to  present  these 
advantages.     Hence  Banks  of  circulation.' 

2665.  "  Under  similar  circumstancea,  will  the  aggregate  amount  . 
credited  to  depositors  in  bankers'  books  bear  some  relation  to  the 
quantity  of  money  in  the  country  ? — Daring  temporary  fluctuations 
in  the  amount  of  circulation,  all  other  things  remaining  unchanged, 
1  conceive  the  amount  of  deposit*  will  be  affected  by  such 
fluctuations. 

StitiG.  "  Is  the  amount  of  bills  of  exchange  dependent  in 
some  degree  on  the  quantity  of  money  ? — I  apprehend  that  it 
is  dependent  in  a  very  great  degree.  I  consider  the  money 
of  the  country  to  be  the  foundation,  and  the  bills  of  exchange 
to  be  the  atiperstnicture,  raised  npon  it.  I  conceive  that 
bills  of  exchange  are  an  important  form  of  banking  operations, 
and  the  circulation  of  the  country  is  the  money  in  which 
these  operations  are  to  be  adjusted;  any  contraction  of  the 
circulation  of  the  country  will,  of  course,  act  upon  credit;  bills  of 
escliange,  being  an  iinixirtant  form  of  credit,  will  feel  the  effect 
of  that  contraction  in  a  very  powerful  degree;  they  will,  in  fact, 
be  contracted  in  a  much  greater  degree  tliaii  the  paper  circu- 
lation. 

2667.  iSiV  Robert  Peel — "What  are  the  elements  which 
constitute  money  in  the  sense  in  which  you  use  the  eipressioti 
'  quantity  of  money  f '  What  is  the  exact  meaning  you  attach 
to  the  words  'quantity  of  money — quantity  of  metallic  Currency?' 
— When  I  use  the  words  quantity  of  money,  I  mean  the  quantity 
of  metallic  coin  aud  of  paper  not«f),  promising  to  pay  the  coin  on 
demand,  which  are  in  circulation  in  this  country, 

2C68.  "  Paper  notes  jiayable  by  coin? — Yes. 

2fi(!9.  "  By  whomsoever  issued  ? — Yes. 

2670.  "  Uy  country  banks  as  well  as  other  banks  ? — Yes. 

2671.  Chairman — "Would  this  superstructure,  consisting  of 
anma  credited  to  depositors  in  bankers'  books  and  bills  of 
exchange,  equally  exist,  although   no  notes  payable  In  coin  on 
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demand  existed  in  the  conntry? — Yes;  I  apprehend  that  every 
question  with  respect  to  deposits,  and  with  respect  to  bills  of 
exchange,  is  totally  distinct  from  the  question  which  has  reference 
to  the  nature  of  the  process  of  substituting  promissory  notes 
in  lieu  of  coin,  and  of  the  laws  by  which  that  process  onght 
to  be  governed.  If  the  promissory  notes  be  properly  regolated, 
so  as  to  be  at  all  times  of  the  amount  which  the  coin 
would  have  been,  deposits  and  bills  of  exchange,  whatever 
changes  they  may  undergo,  would  sustain  those  changes  equally, 
either  with  a  metallic  Curroncy,  or  with  a  paper  Currency 
properly  regulated;  consequently,  every  investigation  respecting 
their  character  or  amount,  is  a  distinct  question  from  that 
which  has  reference  only  to  the  substitution  of  the  paper  notes  for 
coin. 

2672.  "There  would  be  no  reason  why,  if  there  were  no 
notes  payable  in  coin  on  demand,  the  amount  of  this  super- 
structure should  be  less  than  it  now  is,  with  a  mixed  circulation 
of  specie  and  of  notes  payable  on  demand? — None  whatever.  I 
apprehend  that,  upon  the  supposition  that  the  paper  notes  are 
kept  of  the  same  amount  of  the  metallic  money,  the  question  of 
the  superstructure,  whether  of  deposits  or  of  bills  of  exchange, 
remains  precisely  the  same. 

2673.  "That  answer  takes  for  granted  that,  in  the  first 
case,  the  metallic  Currency,  and,  in  the  second  case,  the  metallic 
Currency,  plus  the  notes  payable  on  demand,  are  the  same  in 
quantity? — Yes. 

2674.  Sir  Robert  Feel — "You  suppose  the  notes  payable 
on  demand  to  displace  an  amount  of  coin  precisely  equal  to  those 
notes? — They  ought  to  do  so  under  a  proper  regulation  of  the 
paper  money,  otherwise  they  are  not  kept  at  the  same  value  as 
coin. 

2675.  Mr.  Attwood — "Would  you  consider  that  the  super- 
ptructure  of  bills  of  exchange,  founded  entirely  upon  a  metallic 
Currency,  might,  at  particular  times,  become  unduly  expanded? — 
The  answer  to  that  question  depends  entirely  upon  tie  precise 
meaning  of  the  word  *  unduly.'  I  apprehend,  undoubtedly,  that  it 
is  perfectly  possible  that  credit,  and  the  consequences  whidi 
sometimes  result  from  credit,  viz.,  over-banking  in  all  its  forms, 
and  the  over-issue  of  bills  of  exchange,  which  is  one  important 
form  of  over-banking,  may  arise  with  a  purely  metallic  Currency; 
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and  it  may  also  arise  with  a  Currency  consisting  jointly  of  metallic 
money  and  paper  notes  promising  to  pay  in  coin;  and  I  conceive, 
further,  that  if  the  notes  be  properly  regulated,  that  is,  if  they 
be  kept  at  the  amount  which  the  coin  otherwise  would  be, 
whatever  over-banking  would  have  arisen  with  a  metallic 
Currency,  would  arise,  and  to  the  same  extent,  neither  more  or 
less,  with  money  consisting  of  metallic  coin  and  paper  notes 
jointly. 

2676.  ''May  not  over-banking  and  over-issue  of  bills  of 
exchange,  forming  a  superstructure  based  upon  money  composed 
of  metal  and  paper  notes,  derange  the  certainty  of  the  notes 
being  duly  paid  in  gold? — ^I  apprehend  that  if  the  paper  notes 
be  properly  regulated,  according  to  the  sense  which  I  have 
already  attributed  to  that  expression,  and  if  a  proper  proportion 
of  gold  he  held  in  reserve,  the  solidity  of  the  basis  cannot  be 
disturbed;  that  is,  that  if  there  be  a  proper  contraction  of  the 
paper  notes  as  gold  goes  out,  the  convertibility  of  the  paper 
system  will  be  effectually  preserved  by  the  continually  increasing 
value  of  the  remaining  quantity  of  the  Currency,  as  the  con- 
traction proceeds." 

About  this  period,  and  for  a  long  time  preceding,  the  greatest 
part  of  the  Circulating  Medium  of  Lancashire  were  bills  of 
exchange,  which  sometimes  had  150  indorsements  on  them  befdre 
they  came  to  maturity.    Lord  Overstone  was  asked  : — 

3026.  ''  Does  not  the  principal  circulation  of  Lancashire 
consist  of  bills  of  exchange? — As  I  contend  that  bills  of  exchange 
do  not  form  a  part  of  the  circulation,  of  course,  I  am  bound,  in 
answer  to  that  question,  to  say  no. 

3027.  ''Is  there  not  a  large  quantity  of  bills  of  exchange 
in  circulation  in  Lancashire? — Undoubtedly,  wherever  a  large 
mass  of  mercantile  or  trading  transactions  take  place,  there 
will  exist  a  large  amount  of  bills  of  exchange;  and  that  is  the 
case,  to  a  great  extent,  in  Lancashire. 

3028.  "Do  not  the  bills  exceed  to  an  immense  amount  the 
issue  of  notes  payable  on  demand  in  Lancashire? — Undoubtedly 
they  do,  to  a  great  amount." 

14.  Mr.  Hume  had  a  long  fencing  match  with  Lord  Overstone 
as  to  the  distinction  between  Bank  Notes  and  Deposits.  Lord 
Overstone  admitted  that  a  debt  might  be  discharged  either  by 

2s 
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the  transfer  of  a  Bank  Note,  or  by  the  transfer  of  a  Credit  in 
the  books  of  the  Bank:  bnt  he  strongly  contended  that  Bank 
Notes  are  money,  and  that  Bank  Credits,  or  DepositSy  are 
not. 

8148.  "  Do  you  consider  any  portion  of  the  deposits  in  the 
Bank  of  England  as  money? — I  do  not.    ..... 

8150.  '^  Could  20,000  sovereigns  have  more  completely  dis- 
charged the  obligation  to  pay  the  £20,000  of  bills  than  the 
deposits  did  ? — ^Where  two  parties  have  each  an  aoconnt  with 
a  deposit  bank,  a  transfer  of  the  credit  from  one  party  to  the 
credit  of  another  party,  may  certainly  discharge  an  obligation 
in  the  same  manner,  and  to  the  same  extent  to  which  sovereigns 
wonld  have  discharged  that  obligation 

8169.  ^'Will  not  the  debt  between  the  two  be  discharged 
thereby  ? — Yes. 

8170.  ''  In  the  one  case  I  have  supposed  that  payment  of 
£1,000  was  made  by  means  of  notes  in  circulation;  payment  was 
made  by  the  delivery  of  these  notes  from  one  hand  to  another, 
and  they  are  transported  i^m  place  to  place:  but  in  the  ease 
of  a  payment  made  by  means  of  a  transfer  in  the  books  of  the 
Bank  from  one  account  to  another,  I  ask  you,  are  not  those 
payments  equally  valid,  and  would  not  the  debt  be  discharged 
equally  in  either  case? — In  the  one  case  the  debt  has  been 
discharged  by  the  use  of  money:  in  the  other  case  the  debt 
has  been  discharged  without  the  necessity  of  resorting  to  the  use 
of  money,  in  consequence  of  the  economising  process  of  deposit 
business  in  the  Bank  of  England. 

8171.  "Can  the  debt  of  £1,000. which  one  person  owes  to 
another  be  discharged,  without  money  being  paid,  or  its  value  ? — 
A  debt  of  £1,000  cannot  be  discharged  without,  in  some  way  or 
other  transferring  the  value  of  £1,000 ;  but  that  transfer 
of  value  may  certainly  be  effected  without  the  use  of 
money. 

8172.  "  Was  not  the  deposit  transfer  in  the  Bank  of  England, 
to  satisfy  that  debt  of  £1,000  of  the  same  value  as  the  £1,000 
notes  which  passed  in  the  other  case  ? — A  credit  in  the  Bank  of 
England  I  consider  is  of  the  same  value  as  the  same  nominal 
amount  of  money;  and  if  the  credit  be  transferred,  the  same 
value  I  consider  to  be  transferred  as  if  money  of  that  nominal 
amount  had  been  transferred 
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8177.  ^'Ib  there  any  fallacy  in  the  statement  that  in  the 
accounts  published  by  the  Bank,  their  liabiUties  are  divided  into 
two  heads,  circalation  and  deposit  ? — I  am  not  prepared  to  state 
that  there  is  any  fallacy  in  it. 

3178.  ''  Have  you  not  said  that  deposits  do  not  in  any 
way  whatever  possess  the  qualities  of  money?— If  I  have 
said  so,  I  shall  be  glad  to  have  the  statement  laid  before  me. 

8179.  *'  Have  you  not,  in  question  2668,  enumerated  certain 
distinguishing  characteristics  of  money  ? — I  have. 

8180.  **  Have  you  not  in  the  same  question  stated  that 
deposits  do  not,  in  any  way  whatever,  possess  those  character- 
istics ? — ^Yes,  I  have. 

8181.  "  Have  you  not,  in  answer  to  previous  questions,  ad- 
mitted, that  for  the  discharge  of  debts,  deposits  have  the 
characteristics  of  money? — ^All  that  I  have  admitted  is,  I  believe, 
that  a  deposit  may,  under  certain  supposed  circumstances,  be 
used  to  discharge  a  certain  supposed  debt." 

Lord  Overstone  also  said  (8182) — ^*  Will  any  man  in  his 
common  senses  pretend  to  say  that  the  total  amount  of  transactions 
adjusted  at  the  Clearing  House  are  part  of  the  money,  or  circu- 
lating medium  of  the  country?"  Now,  of  course,  no  one  says 
that  a  transaction  is  money;  but  the  operations  of  the  Clearing 
House  consist  exclusively  of  the  transfers  of  Bank  Credits 
from  one  bank  to  another ;  and  most  undoubtedly  these 
Bank  Credits  are  part  of  the  circulating  medium  of  the 
country. 

Now  we  have  already  seen  that  in  Roman  Law  these  Rights  are 
expressly  classed  as  Pecunia;  we  have  seen,  that  both  by  our  Courts 
of  Law  and  Equity,  they  are  held  to  be  equivalent  to  Money ; 
and  Lord  Overstone  has  himself  admitted  that  they  are  of  the 
same  nominal  value  as  money.  How,  then,  can  it  be  contrary 
to  common  sense  to  say  that  they  are  part  of  the  circulating 
medium  of  the  country?  However,  to  avoid  all  such  discussions, 
every  one  must  admit  that  they  have  now  become,  in  consequence 
of  the  general  spread  of  the  use  of  banking,  the  great  medium  of 
the  payment  of  the  country.  And,  therefore,  those  who  consider 
the  essence  of  money  to  be  '^  closing  debt,"  must  admit  them 
to  be  money.  Thus  they  are  answered  by  their  own  arguments ; 
which  are,  however,  erroneous,  because  money  is  not  that 
which  may  happen  to  close  a  debt,  but  that  which  a  debtor 

2  E  2 
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can  by  law  compel  his  creditor  to  take  in  payment  of  a 
debt. 

Lord  Overstone  further  said  (8082) — ^'*  When  I  give  a  definition 
of  "Currency,"  of  course  it  is  Currency  in  the  abstract:  it 
is  that  which  Currency  ought  to  be:  that  definition  properly 
laid  down  and  properly  applied,  will  include  paper  notes  payable 
on  demand,  and  it  will  exclude  bills  of  exchange." 

Here  again  Lord  Overstone  is  absolutely  wrong.  It  will  be 
seen  from  the  judicial  decisions  given  above,  that  it  is  perfectly 
impossible  to  frame  a  true  definition  of  Currency  which  shall 
include  bank  notes  and  exclude  bills  of  exchange:  and,  moreover, 
no  bank  notes  in. England,  except  Bank  of  England  notes,  are 
money;  because  no  debtor  can  compel  his  creditor  to  take  any 
Bank  Notes  in  payment  of  a  debt,  except  Bank  of  England 
Notes,  and  these  only  so  long  as  the  Bank  pays  them  in  money 
on  demand.  If  the  Bank  were  to  stop  payment,  Bank  of 
England  Notes  would  immediately  cease  to  be  legal  tender:  a 
consideration  which  will  be  found  of  the  greatest  importance  when 
we  come  to  investigate  the  mechanism  and  operation  of  the  Bank 
Charter  Act  of  1844. 

15.  Mr.  TooKE  was  asked — ^"  In  using  the  term  'circulation'  of 
the  Bank  of  England,  what  do  you  include  in  that  term? — I 
include  in  that  term  only  the  Bank  notes  in  the  hands  of  the 
public.  In  order  to  avoid  confusion,  perhaps  the  Committee 
would  allow  me  to  state  the  meaning  which  I  attach  to  the 
different  terms  *  Currency '  and  *  Circulating  Medium.*  The 
Currency  I  consider  to  be,  in  strictness  of  language,  according  to 
the  apparent  derivation  of  the  term,  that  part  of  the  circulating 
medium,  such  as  the  coin  of  the  realm,  and  Bank  of  England 
notes  and  country  bank  notes  (although  not  a  legal  tender), 
which  pass  current  from  hand  to  hand,  without  individual 
signature,  such  as  appears  on  drafts  or  indorsements.  I  am 
doubtful  whether  cheques  on  bankers  might  not  be  included, 
fi^m  their  perfect  similarity  to  bank  notes,  in  many  of  the 
purposes  for  which  they  are  employed;  at  the  same  time,  there 
is  the  feature  of  distinction  which  I  have  mentioned,  viz.,  that 
cheques  require  the  signature  of  the  party  passing  the  draft, 
and  that  they  do  not  pass  from  hand  to  hand.  Bills  of  exchange 
I  consider  as  a  part  of  the  general  means  of  distributing  the 
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prodnctions  and  revenues  of  the  oonntry,  and,  therefore,  as  con- 
stituting a  part  of  the  circulating  medium.  I  consider,  also, 
that  the  simple  credits  by  which  goods  are,  in  many  instances, 
bought  and  sold,  come  likewise  under  the  general  description  of 
the  circulating  medium,  in  as  &r  as  the  prices  of  commodities 
are  in  question:  because  a  simple  contract  of  sale,  whether  any 
payment  eventually  passes  or  not,  is  commonly  entered  in  the 
price  currents  without  distinctions  i^m  those  for  which  any 
actual  payment  is  made.  I  cannot  consider  that  transferable 
debts  constitute  circulating  medium,  but  only  the  actual  transfers. 

8279.  "  What  do  you  mean  by  transferable  debts  ? — ^The  de- 
posits in  the  hands  of  bankers,  against  which  the  depositors  are 
entitled  to  pass  their  drafts. 

8280.  Mr.  Orots — "  You  include,  not  simply  transfers  of  de- 
posits in  the  hands  of  the  Bank  of  England,  but  also  transfers  of 
deposits  in  the  hands  of  other  bankers? — ^Yes;  transfers  of  de- 
posits generally. 

8281.  Chairman — "Do  you  then  consider  a  deposit  to  be 
a  transferable  debt  owing  by  the  banker  to  the  depositor  ? — ^Yes. 

8282.  "In  the  use  of  the  term  'Currency'  in  your  fhture 
examination,  do  you  propose,  in  addition  to  coin.  Bank  of  England 
notes,  and  country  bank  notes,  to  include  cheques  upon  bankers? — 
Yes;  I  think  upon  the  whole  the  distinction  I  have  mentioned  is 
not  sufficient  to  exclude  them,  and,  therefore,  I  shall  propose  to 
consider  them  as  included. 

8288.  "  Mr.  Warbwton — "  By  cheques,  you  mean  cheques 
actually  drawn,  and  passing  from  one  person  to  another  ? — ^Yes; 
that  which  is  current,  in  fact. 

8284.  "Will  you  be  good  enough  to  state  what  yon  propose 
to  include  in  the  word  *  circulation '  in  the  course  of  your  fhture 
examination? — I  propose  to  include  in  the  term  'circulation' 
the  notes  of  the  Bank  of  England,  and  of  country  banks,  payable 
on  demand. 

8285.  "What  do  you  mean  by  'circulating  medium'? — I 
mean  all  instruments  of  interchange  by  which  the  productions 
and  the  revenue  of  the  country  are  distributed;  everything 
which  serves  and  is  received  as  a  mode  of  payment,  or 
which  constitutes  nominal  money-price  which  appears  in  price 
currents. 

8286.  Mr.  Orote — "  There  is  the  Currency,  and   there  are 
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also  certain  expedients  for  economising  the  xiBe  of  tiie  Omreni^; 
you  woald  call  both  one  and  the  other  of  those  portions  of  the 
circulating  medium? — Precisely. 

8287.  "  Do  you  include,  in  the  word  *  Currency/  bills  of 
exchange  ? — ^No. 

8288.  *'  If  you  include,  in  the  term  /  Currency,'  a  crossed 
cheque,  payable  at  a  banker's,  to  be  presented,  therefore,  at  the 
Clearing  House,  and  haying,  therefore,  before  presentation  not 
more  than  seven  or  eight  hours  to  run,  why  is  it  that  yoa  do  not 
include  in  the  term  '  Currency '  a  bill  of  exchange  payable  also  at 
a  banker's,  falling  due  to-morrow,  and  haying,  probably,  not 
more  than  about  24  hours  to  run? — It  is  only  a  question  of  the 
general  acceptation  of  the  term;  there  is  no  essential  distinction 
in  the  particular  case.  I  may,  perhaps,,  be  allowed  to  say,  that 
the  only  question  as  to  the  employment  of  different  descriptions 
of  circulating  medium  is  referable  to  the  combined  considerations 
of  economy,  conyenience,  and  security. 

8289.  ''If  the  cheque,  according  to  the  supposition  in  the 
former  question,  be  included  in  the  term  '  Currency/  will  not  a 
bill  of  exchange,  due  to-day,  payable  at  a  banker's,  be  entitled 
also  to  be  included  in  that  term? — It  is  only  a  question  of  ocm- 
yenience  in  the  classification;  I  am  not  aware  that  it  is  of  any 
importance  in  practiaal  operation. 

8290.  "  Bills  of  Exchange  having,  previous  to  maturity,  one, 
two,  three,  four,  or  more  days  to  run,  differ  in  character  by 
insensible  degrees  from  a  crossed  cheque,  a  crossed  cheque  being 
that  bill  which  has  the  shortest  time  to  run? — They  differ  in 
character  by  insensible  degrees,  and  likewise  in  the  trifling 
difference  of  convenience  from  their  not  being  used  till  maturity, 
unless  under  a  calculation  of  discount. 

Mr.  Tooke  then  started  a  theory  which,  like  many  others,  is 
true  in  some  cases,  and  which,  we  believe,  he  was  the  first  to 
notice;  but  which  he  pushed  to  an  extreme,  which  drew  out  some 
just  strictures  ftx)m  Colonel  Torrens. 

8292.  Mr.  Hume — "  Will  you  state  what  part  of  the  Currency, 
or  circulating  medium,  affects  prices,  under  the  definitions  whidi 
you  have  now  given? — ^No  one  part  of  them  affects  the  prices  of 
commodities  more  than  any  of  the  other  parts. 

3293.  Mr.  Groh — "  Do  you  mean  not  more  in  degree,  or  not 
in  any  different  way? — Mot  more  in  degree. 
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3294.  '*  You  mean  that  every  portion  of  that  which  you  have 
described  under  the  name  'circulating  medium'  is  perfectly 
equal  to  every  other  portion  in  the  eflPect  which  it  produces  upon 
prices? — Perfectly  so. 

3295.  Mr.  Hume — "  Do  you  mean  that  every  transaction  of 
purchase  or  sale  by  any  of  the  means  which  you  have  mentioned, 
as  included  in  the  circulating  medium,  equally  affects  prices? — 
Yes;  and  that  was  my  rea&on  for  caring  so  little  about  making 
a  distinction  among  them.  I  doubt  whether  they  operate  upon 
prices  at  all. 

8296.  Mr.  Orote — ''Ton  mean  that  none  of  these  items  which 
you  have  enumerated  under  the  general  term  'circulating  medium ' 
have  in  your  opinion  any  effect  upon  prices? — ^Yes;  I  mean  that 
they  are  not  operative  causes  of  prices. 

8297.  Mr.  Hume — *^  What  is  it,  then,  which  does  affect  prices? 
— ^The  cost  of  production  limiting  the  supply  on  the  one  hand» 
and  the  pecuniary  means  of  the  consumer  limiting  the  demand 
on  the  other. 

3298.  ''Will  not  the  variations  in  the  quantity  of  the  circn- 
lating  medium  affect  prices? — ^No. 

3299.  "  Will  it  not,  if  abundant,  be  more  at  the  disposal  of 
individuals  for  purchases  than  when  it  is  scarce  7 — It  will  be  more 
easily  disposable,  but  it  will  not  be  necessarily  so  disposed  of. 
I  believe  that  the  amount  of  the  circulating  medium  is.  the  effect^ 
and  not  the  cause,  of  variations  in  prices." 

16.  Lastly,  we  may  quote  Colonel  Torrens,  because  be  was 
not  only  one  of  the  most  influential  of  this  school,  but  it  was 
sometimes  alleged  that  he  was  in  reality  the  author  of  the  scheme 
which  Sir  Robert'  Peel  adopted  in  his  Bank  Charter  Act  of  1844. 
He  says^^ — "The  terms  money  and  Currency  have  hitherto  been 
employed  to  denote  those  instruments  of  exchange  which  possesB 
intrinsic  or  derivative  value,  and  by  which,  from  law  or  eusiam, 
debts  are  discharged  and  transactions  finally  closed.  Bank  Notes, 
payable  in  specie  on  demand,  have  been  included  under  these 
terms  as  well  as  coin,  because,  by  law  and  custom,  the  acceptance 
of  the  notes  of  a  solvent  bank,  no  less  than  the  aooeptanoe  of 
coin^  liquidates  debts  and  closes    transactions;    while  bills    of 

1  The  PrindpUt  and  Practical  Operation  of  Sir  Bobert  Fteti  Act  qf  1S44 
explained  and  d^endedf  p,  79. 
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exchange,  bank  creditBy  cheques^  and  other  instrnmentB  by  whidi 
the  nse  of  money  is  economifiied,  have  not  been  included  nndw 
the  terms  money  and  Gorrencyy  because  the  aooeptanoe  ci 
such  instruments  does  not  liquidate  debts  and  finally  dose 
transactions." 

Again  he  says,  in  reply  to  some  perfectly  just  observaticHis 
of  Mr.  Fullarton — ''It  is  an  obvious  departure  from  ovdinary 
language  to  say  that  whether  a  purchase  is  effected  by  a  payment 
in  bank  notes,  or  by  a  bill  of  exchange,  the  result  is  the  same. 
According  to  the  meaning  of  the  term,  Money  and  Credit^  as 
established  by  the  universal  usage  of  the  market^  a  purchase 
effected  by  a  payment  in  bank  notes  is  a  ready  money  purchase, 
while  a  transaction  negotiates  by  the  payment  of  a  bill  of 
exchange  is  a  purchase  upon  credit.  In  the  former  case  the 
transaction  is  concluded,  and  the  vendor  has  no  further  claim 
upon  the  purchaser;  in  the  latter  case  the  transaction  is  not 
concluded,  and  the  vendor  continues  to  have  a  daim  upon  the 
purchaser  until  a  further  payment  has  been  made  in  satisfoction 
of  the  bill  of  exchange.  A  bank  note  liquidates  a  debt»  a  bfll  of 
exchange  records  the  existence  of  a  debt,  and  promises  liquidation 
a  fhture  day.  Mr.  Fullarton  not  only  inverts  language  but 
misstates  facts,  when  he  says  that  the  transactions  of  which 
bank  notes  have  been  the  instruments  must  remain  incomplete 
until  the  notes  shall  be  returned  upon  the  issuing  bank,  or 
discharged  in  cash.  A  bank  note  for  £100  may  pass  fixnn 
purchasers  to  vendors  many  times  a  day,  finally  closing  on  the 
instant,  each  successive  transaction.  A  bill  of  exchange  may 
also  pass  from  purchasers  to  vendors  many  times  a  day,  but  no 
one  of  the  successive  transactions  of  which  it  is  the  medium  can 
be  finally  closed  until  the  last  recipient  has  received  in  com  or  in 
bank  notes  the  amount  it  represents. 

"  Now  it  is  the  necessity  of  ultimate  re-payment  which  con- 
stitutes the  main  point  of  distinction,  which  marks  the  boundary 
between  forms  of  credit  and  money.  It  is  a  necessity  which 
applies  to  bills  of  exchange  and  cheques,  but  which  does  not 
apply  to  bank  notes;  and,  therefore,  upon  Mr.  Fullarton*s  own 
shewing,  upon  his  own  definitions  and  his  own  conditions^  as  to 
what  constitutes  money,  bank  notes  come  under  the  head  of 
money:  while  bills  of  exchange  and  bankers'  cheques,  and  such 
other  instruments  as  require  ultimate  payments,  transfers,  and 
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settlements,  do  not  come  under  the  phrase  money.  •  •  •  Upon 
Mr.  Fallarton's  own  shewing  money  consists  of  those  instruments 
only  by  which  debts  are  discharged,  balances  adjusted,  and 
transactions  finally  closed:  and,  therefore,  Mr.  FuUarton,  unless 
he  should  choose  to  continue  to  contradict  himself,  must  admit 
th^t  bank  notes  are,  and  that  bills  of  exchange,  cash  credits,  and 
cheques  are  not  money." 

17.  We  have  now  given  sufficient  extracts  to  shew  the  chaos 
of  conflicting  and  contradictory  opinions  which  prevailed.  Not  a 
single  witness  had  the  remotest  idea  of  the  true  legal  meaning  of 
the  word  Currency.  And  we  must  now  point  out  the  necessary 
logical  consequences  to  which  the  doctrines  of  these  persons 
lead. 

Mr.  NoBMAN  said  that  money,  or  Currency,  should  possess 
^ted  value,  and  be  a  perfect  numerator.  But  how  can  money,  or 
any  thing,  possess  fixed  value,  when  its  value  is  changing  froia 
hour  to  hour? — ^An  instrument  of  credit  may  preserve  an  equality 
of  value  with  respect  to  money,  but  not  with  respect  to  anything 
else,  unless  it  is  expressed  to  be  payable  in  it  He  said  that  he 
meant  by  a  numerator  that  which  measured  the  value  of  other 
commodities  with  the  greatest  facility.  ^  Why  does  a  promise  to 
pay  £50  measure  the  value  of  things  with  less  &cility  than  £50 
itself? 

It  is  not  a  little  amusing  to  find  the  celebrated  phrase  of  the 
Roman  Catholic  Church — Qtwd  semper,  quod  ubique,  quod  ah 
omnibus,  starting  up  and  meeting  us  in  a  discussion  on  Currency. 
In  Lord  Overstone's  opinion  money  and  Currency  are  identical^ 
and  include  the  coined  metallic  money,  and  the  paper  notes 
promising  to  pay  the  bearer  coin  on  demand;  and,  he  says,  that 
the  characteristic  of  their  being  money  is,  that  they  are  received 
equally  at  *^all  times,  hettaeen  all  persons,  and  in  all  placssJ* 
For  the  sake  of  shortness,  let  us  designate  this  phrase  by  8A, 
from  the  three  alls  in  it.  He  excludes  Bills  of  Exchange  fix>m 
the  designation  of  Currency,  because  ^'  they  do  not  possess  that 
power  of  universal  exchangeability  which  belongs  to  the  money 
of  the  country."  This  definition  is  fatal  to  Lord  Overstone's 
own  view.  In  fact,  if  it  be  true,  there  is  no  such  thing  as  money 
or  Currency  at  all.  In  the  first  place,  it  at  once  excludes 
the  whole  of  bank  notes.    The  notes  of  a  bank  in  the  remote 
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district  of  Gnmberlandy  wonld  not  be  cnrrent  in  Cornwall;  therefor$ 
they  are  not  8A;  therefore  they  are  not  Garrencj.  Again,  the 
notes  of  a  bank  in  Cornwall  would  not  be  cnrrent  in  Cumber- 
land; therefore  they  are  not  Currency.  Similarly  there  are  no 
country  bank  noted  which  have  a  general  Currency  throughout 
England;  therefore  no  ^oountry  bank  notes  are  SA;  therefore  no 
country  bank  notes  are  Oarrency.  Till  within  the  last  fifty 
years  or  so,  Bank  of  England  notes  had  scarcely  any  Currency 
beycmd  London  and  Lancashire;  in  country  distrida  a  preference 
was  uniyersally  gr?6a  to  Jocal  notes;  Omr^ore  Bank  of  England 
notes  were  not  3A;  they  had  not  a  power  of  '^uniYerBal  zsAmsofg^ 
ability ; "  therefore  they  were  not  Currency.  Bank  of  England 
notes  would,  even  now,  not  pass  throughout  the  greater  part  of 
Scotland.  If,  therefore,  the  test  of  SA  and  ^*  universal  exchange- 
ability" be  applied,  the  claims  of  all  bank  notes  to  be  considered . 
as  Currency  are  annihilated  at  once.  The  acceptance  of  a  Baring, 
or  a  Rothschild,  would  be  received  in  payment  of  a  debt  by  a 
fax  larger  circle  of  persons  than  the  notes  of  an  obscure  and 
remote  country  bank. 

But  the  universality  of  Lord  Overstone's  assertion  is  fatal  to 
bis  argument  in  other  ways.  On  the  Continent,  silver  is  the 
legal  standard  of  value;  in  England,  silver,  like  copper,  is  merely 
coined  into  small  tokens,  called  shillings,  <&c.,  which  are  made 
to  pass  current  above  their  natural  value,  and  are  only  l^al 
tender  for  a  very  trifling  amount,  hence  it  cannot  be  used  in  the 
adjustment  of  all  transactions;  therefore  it  is  not  8A;  therefore 
it  is  not  Currency.  There  are  other  countries  where  gold  is  not 
a  legal  tender,  therefore  it  fails  to  satisfy  Lord  Overstone's  test, 
therefore  it  is  not  Currency.  If,  then,  the  test  proposed  by  Lord 
Overstone  be  considered  as  correct,  it  is  easy  to  see  that  there  is 
no  substance  or  material  whatever  that  will  not  fedl  under  it; 
and,  therefore,  there  is  no  such  thing  as  Currency. 

The  fact  is,  that  the  only  difierence  between  a  Bill  of  Exdiange 
and  a  Bank  Note  is,  that  the  former  is  a  promise  of  a  deferred 
payment,  and  the  latter  that  of  an  immediate  one,  and  there  is 
less  risk  in  taking  the  latter  than  the  former.  From  these  cir- 
cumstances, a  Bank  Note  possesses  a  greater  degree  of  circulating 
power  than  a  Bill  of  Exchange.  But,  in  the  Midland  Counties 
of  England,  it  used  to-  be  quite  common  for  the  banks  to  issue 
the    Bills  of   Exchange  they  had    discounted  with   their  own 


S  17,  18.]  THESB  OPINIONS  EXAMINED.  427 

indorsement  npon  them.  In  which  respect  they  were  in  eyery 
way  equivalent  to  Bank  Notes;  moreover^  there  is  not  the  same 
inducement  to  put  a  bill  into  circulation  as  a  Bank  Note^  because 
the  former  increases  in  value  as  the  day  of  payment  approaches^ 
and  it  is  unprofitable  to  keep  a  note  idle.  But  it  is  to  the  last 
degree  unphilosophical  to  maintain  that  these  two  obligations  are 
of  different  natures^  because  they  are  adapted  to  circulate  in 
different  degrees. 

18.  Every  commercial  lawyer  would  at  once  perceive  the 
fundamental  fallacy  of  the  reasons  why  Colonel  Torrens  and 
others  maintain  that  Bank  Notes  are  Currency^  and  that  Cheques 
and  Bills  of  Exchange  are  not.  They  suppose  that  bank  notes 
pass  without  indorsement^  and  that  bills  of  exchange  do  not.  Even 
if  that  were  true,  it  would  not  be  any  valid  ground  for  the  distinction, 
because  such  a  thing  would  in  no  way  affects  the  nature  of  the 
instrument.  It  is  wholly  untrue  to  suppose  that  bank  notes  and 
money  are  the  only  things  which  close  transactions.  By  the 
table  given  above  ^  it  is  seen  that  upwards  of  95  per  cent,  of 
commercial  payments  and  receipts  were  made  by  Messrs. 
Morrison  and  Co.  in  instruments  of  credit^  other  than  bank 
notes. 

But  it  is  a  very  great  mistake  to  say  that  bank  notes  pass 
without  indorsement  and  bills  of  exchange  do  not.  At  the  time 
the  Bank  of  England  was  founded,  it  was  supposed  to  be  illegal 
for  any  such  thing  as  promissory  notes  to  pass  by  assignment. 
The  negotiability  of  bank  notes  had  to  be  provided  for  by  the  AcL- 
It  was  enacted,  that  all  the  Bank's  bills  obligatory  and  of  credit, 
made  or  given  to  any  person,  might,  by  mdoreement  of  eueh 
pereorVf  be  freely  assigned  to  any  person  who  should  voluntarily 
accept  them,  and  so  by  such  assignees  Mies  quotiee  by  indorse- 
ment thereon,  and  all  such  assignees  might  sue  thereon  in  their 
own  names. 

The  assignment  of  the  Goldsmiths'  notes,  or  the  private 
bankers'  notes,  was  held  to  be  illegal  much  later  than  this.  In 
1703  it  was  decided  that  no  promissory  notes  were  assignable 
or  indorsable  over  within  the  custom  of  merchants.  In  1704, 
the  Act  was  passed  which  allowed  promissory  notes  to  be  assigned 
by  indorsement  like  Bills  of  Exchange.     It  is  true  that  the 

I  CK.  7,  Sec,  1,  f  26. 
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euatom  of  indorsing  Bank  of  England  Notes,  and,  it  is  probable, 
oonntrj  bank  notes  too,  soon  fell  into  disuse,  but  tbat  makes  no 
difference  in  the  law  of  the  subject. 

It  is  also  an  error  to  suppose  that  Bills  of  Exchange  require 
an  indorsement  at  each  transfer.  A  Bill  of  Exchange  may  be 
made  payable  to  bearer,  and  then  it  requires  no  indorsement  at 
all.  Bills,  howeyer,  are  generally  drawn  payable  to  ord^,  and 
then  they  require  that  the  payee  should  indorse  them;  bnt  he 
may  do  that  without  making  himself  liable  on  them,  as  is  done 
in  many  cases.  After  the  first  indorsement  in  blank,  the  Bill  is 
payable  to  bearer,  and  may  be  passed  by  mere  delivc^,  in  all 
respects  like  a  Bank  Note.  '^  I  see  no  difference,"  said  Lord 
Mansfield,  "  between  a  note  indorsed  in  blank,  and  one  payable  to 
bearer."  "And,"  says  Mr.  Justice  Byles,^  **a  transfer  by  mere 
delivery,  without  indorsement,  of  a  Bill  of  Exchange,  or  Promissory 
Note,  made  or  become  payable  to  bearer,  does  not  render  the 
transferor  liable  an  ths  instrument  to  the  transferee. 

**  And  it  is  coneeiyed  to  be  the  general  rule  of  the  English 
law,  and  the  fair  result  of  tiie  English  authorities,  that  the 
transferor  is  not  eyen  liable  to  refund  the  consideration,  if  the 
bill  or  note  so  transferred  by  delivery,  without  indorsement, 
turns  out  to  be  of  no  value  by  reason  of  the  failure  of  the  other 
parties  to  it.  For  the  sending  to  market  of  a  bill  or  note  pay- 
able to  bearer  without  indorsing  it,  is  primA  facie  a  sale  of  the  bill. 
And  there  is  no  implied  guarantee  for  the  solvency  of  the  maker, 
or  of  any  other  party. 

"  If  a  bill,  or  note,  made  or  became  payable  to  bearer,  be 
delivered  without  indorsement,  not  in  payment  of  a  pre-existing 
debt,  but  by  way  of  exchange  for  goods,  for  other  bills  or  notes, 
or  for  money  transferred  to  the  party  delivering  the  bill  at  the 
same  time,  such  a  transaction  has  been  repeatedly  held  to  be  a 
sale  of  the  bill  by  the  party  transferring  it,  and  a  purchase  of 
the  instrument,  with  all  risks,  by  the  transferee.  '  It  is  extremely 
dear,'  said  Lord  Kenjon, '  that  if  the  holder  of  a  bill  sent  it  to 
market  without  indorsing  his  name  upon  it,  neither  morality, 
nor  the  law  of  this  country,  will  compel  him  to  refund  the 
money  for  which  he  sold  it,  if  he  did  not  know  at  the  time  that 
it  was  not  a  good  bill.'  So,  when  A.  gave  a  bankrupt,  before  his 
bankruptcy,  cash  for  a  bill,  but  refused  to  allow  the  bankrupt  to 

>  A  TVeatiM  on  the  Law  qf  BUU  qf  Exchange,  &c.,  Bth,  Edii,,p,  146. 
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indorse  it^  thinking  it  better  without  his  name,  and  afterwards, 
on  dishonour  of  the  bill,  proved  the  amount  nnder  the  commission, 
the  Lord  Chancellor  ordered  the  debt  to  be  expunged,  observing, 
that  this  was  a  sale  of  the  bilL  So,  if  a  party  discounts  bills 
with  a  banker,  and  receives,  in  part  of  the  discount,  other 
bills,  but  not  indorsed  by  the  banker,  which  bills  turn  out 
to  be  bad,  the  banker  is  not  liable.  '  Having  taken  them  without 
indorsement,'  says  Lord  Eenyon,  'he  has  taken  the  risk  on 
himself.  The  bankers  were  the  holders  of  the  bills,  and,  by 
not  indorsing  them,  have  refused  to  pledge  their  credit  to  their 
validity;  and  the  transferee  must  be  taken  to  have  received 
them  on  their  own  credit  only.'  So  where,  in  the  morning,  A. 
fiold  B.  a  quantity  of  corn,  and,  at  three  o'clock  in  the  afternoon 
of  the  same  day,  B.  delivered  to  A.,  in  payment,  certain  promissory 
notes  of  the  Bank  of  C,  which  had  then  stopped  payment, 
but  which  circumstance  was  not  at  the  time  known  to  either 
party,  Bayley,  J.,  said,  *  If  the  notes  had  been  given  to  A.  at  the 
time  when  the  com  was  sold,  he  could  have  no  remedy  upon  them 
against  B.  A.  might  have  insisted  on  payment  in  money,  but,  if 
he  consented  to  receive  the  notes  as  money,  they  would  have  been 
taken  by  him  at  his  peril.'  Such  seems  the  general  rule 
governing  the  transfer  by  delivery,  not  only  of  ordinary  Bills  of 
Exchange  and  Promissory  Notes,  but  also  of  Bank  Notes.  Nor  is 
there  any  hardship  in  such  a  rule,  for  the  remedy  against  the 
transferor  may  always  be  preserved  by  indorsement,  or  by  special 
contract." 

While  it  has  always  been  acknowledged  that  the  delivery  of  a 
bill  without  indorsement,  in  exchange  for  a  valuable  consideration, 
is  a  sale  of  it,  it  has  frequently  been  said  that,  if  the  bill 
be  indorsed,  it  is  only  a  loan.  We  have  pointed  out  the  am- 
biguity of  the  word  loan  already.  It  is  often  said  that  a 
banker  lends  his  customer  money  on  the  security  of  bills. 
But  this  is  an  inaccurate  mode  of  statement.  What  the  banker 
does  is  to  buy  a  debt  due  to  his  customer,  and,  when  he  indorses 
the  bill,  his  customer  gives  him  a  limited  warranty  of  its  sound- 
ness. If  the  banker  lent  his  customer  the  money,  it  would  be 
his  duty  to  repay  it.  But  that  is  not  so.  It  is  the  acceptor's 
business  to  pay  the  bill,  and,  if  he  do  not  do  so,  the  banker  may, 
by  giving  his  customer  immediate  notice,  and  making  a  demand, 
make  his  customer  take  back  the  bill,  and  repay  the  money.    But 
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if  the  banker  fail  in  giving  immediate  notice^  hia  remedy  against 
his  costomer  is  gone. 

Bnt  the  Law  of  Continuity  shews  the  fallacy  of  the  doctrine 
tiiiat  Bank  Notes  payable  to  bearer  on  demand  alone  are  Corrency. 
Lord  Overstone  rigorously  restricts  the  term  to  such  not^ 
Bnt  would  not  notes  payable  one  minute  after  demand  be 
Currency?  or  one  hour  ?  or  two,  or  three,  or  four  hours?  Would 
not  notes  payable  one  day  after  demand  be  Currency?  or  two  or 
three  days?  Lord  Overstone  denied  that  Bank  post  bills, 
which  are  issued  payable  seven  days  after  sights  are  Currency. 
According  to  this  doctrine,  if  a  man  deposits  money  in  tiie  Bank 
and  receives  in  exchange  for  it  a  bank  note  payable  on  demand — 
that  is  Currency;  but  if  he  ask,  for  his  own  convenience,  for 
a  note  payable  seven  days  after  sight — that  is  not  Currency! 
But  the  note  becomes  payable  on  demand  on  the  seventh  day 
after  sight,  and  then,  by  their  own  definition,  it  is  Currency. 
What  was  it  before?  It  used  formerly  to  be  the  custom  fbr 
banks  in  the  country  to  issue  notes  payable  20  days  after  demand. 
These  notes  circulated  and  produced  all  the  effects  of  money. 
What  were  they,  if  they  were  not  Currency?  Cheques  are  payable 
on  demand.  How  are  they  not  Currency  as  much  as  notes?  How 
are  Bills  of  Exchange  not  Currency  on  the  day  they  become 
payable?  And,  if  they  are  so  then,  what  were  they  before?  It  is 
quite  plain  that  there  can  be  but  one  answer.  They  are  all  species 
of  Currency,  though  differing  in  degree,  and  the  distinction 
between  them  is  untenable. 

Nay,  according  to  this  doctrine  a  Bank  Note  itself  is  only 
Currency  during  about  six  hours  out  of  the  twenty-four:  because 
it  is  only  payable  on  demand  during  banking  hours,  say  ftom 
9  a.m.  to  3  p.m.  As  soon  as  the  clock  strikes  three  the  Note  is 
not  payable  till  next'  day;  and,  consequently,  it  is  not  Currency, 
and  has  ceased  to  affect  the  foreign  exchanges.  Therefore,  at  5 
minutes  before  three  it  is  Currency,  and  5  minutes  after  three  it  is 
not  Currency.  So  at  5  minutes  before  nine  a.m.  it  is  not 
Currency,  at  5  minutes  after  nine  it  is  Currency.  We  must 
leave  our  readers  to  judge  whether  such  doctrines  are  sound 
philosophy. 

Not  only  are  Colonel  Torrens's  statements  of  law  perfectly 
inaccurate,  but  also  his  statements  of  fact  and  the  routine  of 
business.    He  asserts  that  Bills  of  Exchange  are  not  Currency 
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^v  are  intended  to  be,  and  are,  ultimately  liquidated  in 

notes.    Such  a  statement  as  this  shews  the  most 

nee  of  the  ordinary  routine  business  of  banking; 

very  few  bills  are  ever  paid  by  means  of  coin 

modem  times  they  are  almost  universally 

i5ank  Credits :  and,  consequently,  by  Colonel 

r  .  definition,  these  Bank  Credits  must  be  money. 

..  But  we  must  point  out  the  further  conclusions  which  the 
doctrines  set  forth  by  these  witnesses  lead  to,  which  may  somewhat 
surprise  their  advocates. 

They  say  that  the  fundamental  essence  of  Currency  or  Money 
is  that  it  "  closes  a  debt." 

Now  to  this  we  shall  reply  as  was  the  ^hion  in  the  glorious  old 
days  of  special  pleading — (1)  there  is  no  debt  to  close;  and  (2)  it 
does  not  close  the  debt. 

1.  When  money  is  exchanged  for  goods  no  debt  arises  :  and  if 
it  be  said  that  the  money  closes  the  debt  which  would  have  arisen 
on  the  sale  of  the  goods,  it  is  perfectly  obvious  that  it  may  equally 
be  said  that  the  goods  close  the  debt  which  would  have  arisen  on 
the  sale  of  the  money.  It  is  simply  an  exchange;  and  the  goods 
and  the  money  close  the  debt  equally  on  each  side.  Therefore, 
if  it  be  the  essence  of  Currency  to  "close  debt,"  the  goods 
are  Currency  for  precisely  the  same  reason  that  the  money  is. 

It  is  quite  common  in  the  City  to  discharge  a  debt  by  stock  : 
now  by  this  the  debt  is  closed,  and,  consequently,  according  to 
this  doctrine,  the  Stock  is  Currency  or  Money. 

So  in  innumerable  cases  it  is  the  custom  to  discharge  a  debt  by 
a  payment  of  goods.  A  baker  or  a  tea  merchant  becomes 
indebted  to  a  wine  merchant,  and  for  the  sake  of  convenience  he 
may  take  payment  in  bread  or  tea.  If  he  does  so,  then  the  debt 
if  dosed;  and  by  this  doctrine  the  bread  or  the  tea  are  Currency 
or  Money. 

So  in  all  cases  of  Barter  or  Exchange  of  goods,  the  goods  on 
each  side  discharge  or  close  the  debt  which  would  have  arisen 
without  the  exchange ;  consequently,  the  goods  exchanged  on 
either  side  are  equally  Currency  or  Money. 

Furthermore,  let  us  test  the  doctrine  by  cases  regarding  other 
paper  documents. 

A  merchant^  soppose^  puts  his  aooeptanoe  into  circulation: 
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another  peraon  haj^pens  to  be  indebied  to himin  an  equal  amount^ 
and  chances  to  come  pooocoocd  of  his  acceptance.  The  merchant 
asks  for  payment  of  his  debt,  and  the  d!d>tor  hands  over  to  the 
merchant  his  own  acceptance.  Bj  this  means  the  debt  is  dosed; 
and  according  to  this  doctrine  the  mindiant*8  aco^tanoe  ia 
Cmrencj  or  M<mej. 

So  a  banker,  saj,  iasnes  notes,  and  discocmts  a  merchant's 
acceptance.  When  the  acceptance  falls  doe,  the  merchant  collects 
an  eqoal  amonnt  of  the  banker's  notes.  Eadi  is  then  equally 
indebted  to  the  other;  and  in  payment  of  thdr  redpiocal  claims, 
the  merchant  hands  the  notes  to  the  banker,  and  the  banker 
hands  the  acceptance  to  the  merchant.  By  this  means  the  debts 
are  mntoally  dosed,  and  if  the  Notes  are  Cnrrency  becaose  they 
have  dosed  the  debt,  is  it  not  manifest  that  the  acceptance  is 
equally  Gurency,  becaose  it  has  performed  exactly  the  same 
function? 

So  if  two  merchants  issue  their  acceptances  for  the  same 
amount,  and  they  get  into  each  other's  hands,  each  will  offer 
to  the  other  his  own  acceptance  in  payment  of  the  debt  by  him. 
By  these  means  the  debts  are  mutually  dosed.  And  consequently 
each  acceptance  is  Currency  or  Money. 

Thus  we  see  that  the  dogmas  of  these  writers  are  transfixed  by 
darts  drawn  from  their  own  quiver ! 

The  same  doctrine  may  be  extended  to  other  cases.  Suppose  a 
man  buys  a  ticket  firom  a  Railway  Company,  the  Company  is 
then  indebted  to  him.  But  when  they  have  carried  him  to  his 
journey's  end,  the  debt  is  closed.  Therefore,  according  to 
this  doctrine,  the  carriage  of  the  passenger  is  Currency  or 
Money. 

So  if  a  person  buys  an  opera  ticket,  the  manager  of  the  theatre 
is  indebted  to  him.  But  when  he  has  witnessed  the  play,  the  debt 
is  closed;  consequently  the  performance  of  the  play  is  Currency  or 
Money. 

So  if  a  person  buys  Postage  Stamps,  the  Post  Office  is 
indebted  to  him:  but  when  he  has  sent  his  letters  by  post,  the 
debt  is  closed.  Therefore  the  carriage  of  the  letters  is  Cnrrency 
or  Money.  And  so  on,  the  same  principle  may  be  implied  to 
many  other  cases. 

2.  In  the  next  place,  we  affirm  that  a  payment  in  Money 
does  not  close  the  debt,  because  all  Economists  have  shewn  that 


9  19. 20.]      ANSWER  TO  LORD  OVBRSTONE.        433 

the  transaction  is  not  closed  until  some  product  or  satisfaction  has 
been  obtained  in  exchange  for  the  one  originally  given.  The 
earliest  Economists  pointed  out  that  in  a  sale  for  money  the  ex- 
change is  not  consummated. 

A  baker,  we  will  say,  wants  shoes:  he  sells  his  bread  for  money; 
but  can  he  wear  his  money  as  shoes?  Certainly  not;  he  must 
exchange  away  his  money  for  shoes.  Consequently,  the  Physio- 
crates  held  that  the  exchange  was  not  consummated^  or  completed, 
until  the  baker  had  got  his  shoes.  And  J.  B.  Say  called  a  sale,  a 
demi-exchange. 

And  it  is  precisely  for  this  reason  that  all  Economists  from 
Aristotle  downwards,  have  perceived  and  declared  that  money 
itself  is  only  a  species  of  Credit,  or  general  Bill  of  Exchange,  as 
we  have  shewn  by  a  whole  catena  of  writers.  Hence,  money  and 
bills  of  exchange  are  fundamentally  analogous;  they  arc  each  of 
them  merely  the  evidence  of  a  debt  due  to  their  possessor;  and 
the  payment  of  a  bill  of  exchange  in  money  is  only  the 
exchange  of  a  particular  and  precarious  instrument  of  Credit,  for 
a  general  and  permanent  one.  But,  as  Economists,  we  have 
nothing  to  do  with  satisfaction  and  enjoyment;  we  have  only  to  do 
with  exchanges;  and  the  exchange  of  goods  for  a  bill  or  note  is 
one  exchange;  the  exchange  of  a  bill  or  note  for  money  is 
another  exchange;  and  the  exchange  of  money  for  goods  is 
another  exchange  ;  they  are  all  equally  exchanges,  and  therefore 
Economic  phenomena. 

20.  We  are  happy  to  say  that  on  this  subject  M.  Michel 
Chevalier  is  entirely  of  the  same  opinion  as  ourselves.  After 
shewing^  the  untenable  nature  of  the  distinction  set  up  between 
Bank  Notes  and  Bills  of  Exchange,  he  says — "The  English 
language  has  a  generic  word  which  comprehends  money,  bank 
notes,  paper  money,  or  assignats  not  convertible  into  specie,  and 
every  other  kind  of  security  which  can  be  put  into  circulation, 
and  is  accepted  more  or  less  generally  among  men:  and  that  is  the 
word  Currency.  Our  language  has  no  precise  equivalent: 
nevertheless,  the  word  Numeraire  may  be  taken  in  the  same  sense, 
and  I  shall  so  employ  it  for  the  future  in  this  work."  And  the 
same  distinguished  writer  has  given  his  formal  adhesion  to 
the  fundamental  nature  of  a  Currency  set  forth  in  this  work.^ 

*  La  Monnaie,  f  8,  eh.  5,  *  Journal  dei  Economistcs,  Aufpi^t^  1S62. 

2  P 
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Bat,  while  we  contend  that  Lord  Overstone's  criterion  of  a 
Currency  is  fatal  to  his  own  view,  we  are  quite  willing  to  accept 
it.  For  what  is  it  that  exists  in  all  places,  in  all  times,  and 
among  almost  all  persons?  Debt,  or  Sebyices  due.  And 
what  is  it  that  is  universally  required  to  measure,  record,  and 
transfer  them?  Some  material.  But  we  see  that  all  Currencies 
are  more  or  less  local,  none  are  universal.  The  idea,  or  the  want 
alone,  is  universal.  The  notes  of  a  country  banker,  only  cir- 
culating in  his  own  neighbourhood,  are  Uke  a  country  palais,  each 
district  has  its  own.  A  national  Currency  rises  to  the  dignity 
of  a  language.  But  even  that  is  only  local,  on  a  larger  scale. 
The  ideas  only  expressed  in  the  language  are  universaL  We 
are,  therefore,  strengthened  in  our  conviction,  that  the  only 
true  idea  of  a  Currency  is,  that  it  is  the  EepresenUUwe  of 
Transferable  Debt,  and  that  whatever  represents  Transferable  DeU 
is  Cwrrency. 


CHAPTER  XVIII. 


ON  THE  ORGANISATION  OF  THE  BANK  OP 
ENGLAND;  AND  ON  THE  BANK  CHARTER 
ACT  OF  1844. 

1.  We  are  now,  at  length,  in  a  position  to  take  a  compre- 
hensive survey  of  the  organisation  of  the  Bank  of  England,  and 
of  the  Bank  Act  of  1844.  Of  all  the  Acts  in  the  Statute  book, 
there  is  none  which  comes  home  to  every  man,  which  so  nearly 
affects  every  man's  interest,  as  this  Act.  Few  persons  are 
aware  of  its  extremely  complicated  nature.  We  hear  sometimes 
of  the  principle  of  the  Act  of  1844,  as  if  there  were  but  one 
principle  involved  in  it !  or  as  if  the  object  of  it  were  the  same 
thing  as  the  principU;  the  object  it  aims  at,  the  same  thing  as 
the  theory  it  adopts  to  obtain  that  object.  Whereas,  in  truth, 
it  is  founded  upon  a  multiplicity  of  theories — it  is  a  combination 
of  several  theories  of  currency,  and,  moreover,  devises  a  par- 
ticular machinery  for  carrying  them  out.  When,  therefore,  we 
consider  its  very  complicated  nature,  we  see  what  a  boundless 
field  of  controversy  it  may  give  rise  to;  for  each  of  the  several 
theories  it  embodies  may  be  partially  or  totally  erroneous;  and 
even  if  they  be  correct,  the  machinery  devised  for  enforcing 
them  may  be  imperfect,  or  erroneous,  and  insufficient  for  its 
purpose.  We  think,  however,  that  we  are  now  in  a  position  to 
examine  the  theories  upon  which  it  is  founded — to  test  them  by 
the  fundamental  principles  of  monetary  science  established  in 
the  preceding  chapters,  and  to  point  out  those  principles — if  any 
— which  it  violates. 

In  the  first  chapter  we  obtained  the  great  fundamental  con- 
ception, which  is  the  basis  of  monetary  science,  that  money  is 
the  representative  of  debt,  or  services  due;  Uiat,  where  there 
is  no  debt,  there  can  be  no  money.  In  the  preceding  chapter  we 
found  that  the  fundamental  error  of  Law's  Theory  of  Paper 
Money  is,  that  it  creates  currency  where  there  is  no  debt  for  it 
to  represent.  The  consequence  of  which  is,  that  an  additional 
quantity  of  material  is  poured  into  the  channel  of  circulation,  at 

2  F  2 


436  PRINCIPLES   OF   ECONOMICS.  Chap.  XVIIL 

it  is  called;  that  is,  a  greater  quantity  of  material  is  required  to 
do  exactly  the  same  duty  as  a  smaller  quantity  did  before;  the 
consequence  of  which  is  a  depreciation  of  the  whole,  which  may 
proceed  to  any  length;  and  we  have  given  several  examples  of 
the  practical  results  of  this  plausible  and  wide-spread,  bat  deluAve, 
theory. 

We  must  now  examine  the  organisation  of  the  Bank  of  England, 
and  we  shall  find  that  it,  too,  is  based  upon  Lawism. 

But  furthermore,  we  have  said  that  the  Bank  Act  of  1844  is 
based  on  a  peculiar  definition  of  the  word  Gubrency;  and  is 
expressly  devised  for  the  purpose  of  carrying  into  effect  a  peculiar 
Theory  of  Currency.  In  the  last  chjipter  we  have  examined  the 
meaning  of  the  word  Currencjy,  and  shewn  the  entirely  erroneoos 
doctrines  of  those  writers  ftx)m  whom  the  scheme  emanated  which 
was  embodied  in  that  Act.  We  have  now  to  examine  the  Thboet 
u[X)n  which  it  is  founded;  and  to  see  how  far  it  really  carries  oat 
the  TiiEORT  it  is  intended  to  do;  and  the  consequences  it 
has  produced.  We  may  say  a  few  words  regarding  the  origin  of 
the  Principle  which  we  are  now  going  to  explain. 

2.  We  have  shewn  that  the  Roman  lawyers  had  brought  the 
Theory  of  Credit  to  absolute  perfection;  but  it  is  somewhat 
strange  that  so  practical  a  people  never  appreciated  the  con- 
venience of  recording  Credit  or  Debts  on  written  instruments 
till  a  very  late  period.  Although  debts  were  permitted  to  be 
freely  sold  like  any  other  article  of  property,  it  was  necessary  for 
the  Creditor,  the  Debtor,  and  the  Assignee  to  meet  together  and 
agree  orally  to  the  transfer  of  the  debt.  The  only  written  doca- 
ments  of  debt  which  the  Romans  used  were  cheques  ;  there  is  no 
trace  of  their  having  invented  bank  notes. 

Bank  notes  were  invented  by  the  Chinese.  About  807  a*d.,  in  the 
reign  of  Hian-tapung  of  the  dynasty  of  Thang,  there  was  a  great 
scarcity  in  the  country,  owing  to  political  troubles  and  their  usoal 
concomitant,  a  debasement  of  the  coinage.  The  Emperor 
ordered  all  the  merchants  to  bring  their  specie  to  the  Treasury; 
mid  in  exchange  for  it  gave  them  Bills  of  Exchange  or  Not^ 
called  fey-tsietij  or  flying  money,  payable  at  the  principal  towns 
of  the  provinces.  The  convenience  of  these  bills  was  so  great 
that  their  use  became  very  popular ;  but  for  some  reason  or 
another  they  were  discontinued  for  a  time.    In  970  A.D.,  however^ 
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in  the  reign  of  Tai-teon,  there  was  again  great  monetary  disorder, 
and  the  expedient  of  the  fey-tsien  was  revived.  Merchants  were 
invited  to  deposit  their  specie  in  the  Imperial  Treasury,  and  they 
received  bills  or  notes  payable  in  the  principal  towns  of  the 
Empire.  These  were  called  pten-tsien,  or  convenient  money. 
The  plan  was  received  with  the  greatest  favour  ;  the  specie 
flowed  in,  and  the  issues  of  paper  greatly  increased.  Similar 
banks  were  established  in  the  provinces,  and  soon  became  very 
large.  The  jnen-tsien  were  made  legal  tender  in  commerce.  In 
997,  the  Government  had  received  in  deposit  1,700,000  taels  of 
silver.  In  1021  the  sum  had  increased  to  2,830,000  taels,  equal 
to  about  21,225,000  firancs*. 

These  issues  were  made  by  the  Government,  and  we  see  that 
they  were  merely  in  exchange  for  an  equal  amount  of  bullion. 
This  was,  therefore,  an  example  of  the  "  Cuerbncy  Principle." 

But,  about  the  same  time,  the  first  issue  of  private  circulating 
paper  took  place.  A  certain  Tchang-yang  seems  to  have  been  the 
inventor  of  this  terrible  engine.  In  the  province  of  Chu,  which 
is  the  modem  Sse-tchuen,  the  money  was  made  exclusively  of  iron, 
and  was,  of  course,  very  inconvenient.  Tchang-yang,  issued  bills 
called  isy-tchy,  and  also  humy  to  represent  this  iron-money. 
Under  the  reign  of  Teking-tsong,  from  997  to  1022,  this  in- 
vention spread  greatly.  Private  bank  notes,  called  kiao-tseu^ 
payable  every  three  years,  were  allowed  to  be  current  for  sixty- 
five  years.  They  were  for  a  tael  of  pure  silver.  A  joint-stock 
company  of  sixteen  of  the  richest  merchants  was  formed,  with 
power  to  issue  such  notes.  The  company  at  first  succeeded  very 
well,  but  new  and  inexperienced  members  having  replaced  the 
older  ones,  the  company  became  bankrupt,  and  caused  mudi 
misery  and  litigation.  The  kuen  or  tsy-tchy  were  payable  in  a 
diflTerent  place  to  where  they  were  issued.  They  thus  resembled 
Bills  of  Exchange  in  their  origin.  The  kiao-Ueu  were  like  bank 
notes,  but  only  payable  once  in  three  years. 

This  bank,  the  first  joint  stock  bank  of  issue,  failed  in  1017, 
but  the  invention  was  found  to  have  so  many  conveniences,  that  a 
Conmiission  was  appointed  to  report  whether  the  State  might  not 
found  a  bank  of  kiaO'iseu.  The  Commission  reported  in  favour 
of  the  plan,  and  in  1023,  a  State  Bank  was  founded  at  T-tcheon, 
the  capital  of  Chu.  It  issued  notes  payable  evei^  three  years,  as 
the  former  ones,  and  all  private  issues  were  forbidden.    In  1032, 
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it  was  found  that  its  issues  were  1,256,840  taels,  or  about 
9,422,550  francs.  The  edict  founding  it  ordered  that  it  should 
have  a  capital  of  860,000  taels  in  specie.  The  pmn-Uien 
gradually  disappeared  before  the  kiao-tseu.  In  1060  punishment 
of  death  was  enacted  against  forgers  of  ktao-seu. 

In  1069,  the  Government  established  a  Bank  of  kuto-tseu,  at 
Lou-tcheou,  in  the  province  of  Ho-tong.  In  1070,  it  founded  a 
similar  one  in  Chcn-sj  to  pay  the  army  contractors  in  kiao-U&u 
instead  of  ichao,  or  short  dated  bills,  as  they  had  been  used  to. 
The  contractors  were  so  discontented  that  t^e  Government  had 
to  give  up  the  plan,  but  the  bank  was  kept  up. 

The  kiao-tsm  were  redeemable  in  three  years.  The  holder 
might  have  specie  or  new  bills  at  his  option.  They  seem  to  have 
been  so  popular,  that  in  1072,  when  seventeen  of  the  twenty-two 
terms  had  expired,  only  6,840  taels  of  paper  had  been  paid  off, 
and  it  was  decided  to  create  a  new  series  of  ktao-tseu  of  twenty-five 
terms,  to  the  amount  of  1,250,000  taels,  to  redeem  the  old  series. 
In  1076,  on  pretence  that  the  merchants  made  too  great  profits  at 
the  expense  of  the  Government,  the  issue  of  ktao-tseu  was  sus- 
pended in  Chcn-sy.  In  1094,  it  was  observed  that  trade  had 
drawn  a  large  number  of  Jciao-fseu  to  Chen-sy,  and  the  province 
where  they  were  issued  was  in  want  of  them.  To  remedy  this 
a  creation  of  150,000  taels  for  one  term  of  three  years  was 
allowed. 

In  1102,  issues  of  kiao-tseti  were  resumed  in  Chen-sy.  In  1107 
those  of  Sse-tchuen  were  replaced  by  other  obligations,  called 
tsien-yyi.  About  this  time  the  abuses  of  paper  money,  which  have 
been  so  frequently  practised  in  modern  times,  beg^n.  The  Tartars 
were  now  invading  the  country  ;  and  the  Chinese  Emperors  had 
no  resource  except  to  create  immense  issues  of  kiao-tseu,  A  new 
series  were  created,  payal)le  every  year,  of  which  one  of  the  new 
was  equal  to  four  of  the  old.  The  kiao-fsm  were  replaced  by 
isicn-yn  of  forty-three  terms,  payable  every  year.  In  all  com- 
mercial payments  al)ove  10,000  if^icn  one-half  was  ordered  to  be 
paid  in  hien-i/ny  and  one-half  in  copper.  These  orders  created 
great  discontent  among  the  people.  Each  tmn-ijji  of  1,000  t4sien 
had  fallen  to  100.  In  1107-1121  the  banks  for  the  issue  of 
tmn-yn  were  relieved  from  the  necessity  of  c^h  payments,  and 
the  issues  were  enormously  incre^ed.  The  min  of  1,000  tfim 
had  now  fallen  to  10  tsien.    Shortly  after  this  they  were  sup- 
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pressed.  They  never  circulated  in  Fo-kien,  Eiang-tche,  or 
HoQ-Konang ;  bat  chiefly  in  Eing-tong-si,  Hoai-nan,  and  Gai- 
fong-fu,  where  the  Court  was,  and  the  northern  provinces,  where 
there  was  always  a  scarcity  of  money  to  carry  on  the  war. 

In  1 1 81,  after  the  Tartars  had  conquered  the  northern  pro- 
vinces, the  money  was  in  the  greatest  disorder.  To  pay  the 
troops  new  bills,  called  kauan-tseu,  were  created,  which  were 
payable  in  the  interior.  But  when  the  time  for  payment  came, 
the  Government  could  only  pay  one-third  part  of  their  value, 
and  so  they  fell  to  a  heavy  discount.  In  1133  new  issues  were 
made. 

In  1158,  under  the  same  Emperor,  the  copper  vessels  of 
private  persons  and  of  the  religious  sects  were  confiscated.  In 
11  GO  the  officers  of  State  were  not  allowed  to  have  more  than 
20,000  min  or  150,000  fhtncs  in  money,  and  private  persons  half 
as  much.  All  gold  and  silver  was  ordered  to  be  brought  to  the 
Treasury ;  and  in  exchange  bills  for  tea,  salt,  and  other  things 
were  given.  In  1159,  new  State  bonds,  called  kauan-tsm  and 
kong-kue  were  created,  the  former  for  three  years,  and  the  latter 
for  two.  The  provinces  of  Hoai-sy  and  Hon-kouang  received 
800,000  taels,  or  6  million  francs,  of  the  former ;  Hai-tong 
received  400,000  taels  of  the  latter.  They  were  divided  in  not^ 
equal  to  750  and  7,500  iVancs. 

In  1160  new  bills,  named  fioei-iseu,  were  issued  on  bullion  in  the 
Treasury  ;  and  the  Government  declared  that  they  would  only  use 
them  in  the  purchase  of  the  annual  supplies  of  salt  and  other 
necessaries,  and  not  for  State  expenses.  In  1162  death  was 
denounced  against  forgers  of  these  bills.  Each  bill  was  for  1,000 
pieces  (or  7*50  francs),  and  was  called  a  too.  Their  circulation 
was  at  first  limited  to  Liang-tche,  but  it  was  soon  extended  to 
Tche-kiang,  Hon-kouang,  and  Pe-king-sy.  The  Government  paid 
half  in  specie,  and  half  in  fioei-ism,  and  ordered  the  same  in 
private  payments.  In  1163,  the  new  Emperor  Hiao-tsong  created 
hoei'tmi  of  500,  800,  and  200  pieces  (or  8*50,  2-50  and  1*50 
francs).  No  term  of  payment  was  mentioned,  and  so  they 
rapidly  fell  to  a  heavy  discount.  In  1166,  the  Emperor  issued 
1,000,000  ounces  of  silver  to  buy  them  up. 

In  1137,  a  report  stated  that  in  Chu  or  Sse-tchuen,  which  was 
the  parent  of  paper  money,  there  was  a  mass  of  37,800,000  of 
taels  in  circulation,  or  284  millions  of  francs.    In  1160,  it  had 
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increased  to  41,470,000  tacis,  or  311  miliions  of  francs.  The  iron 
specie  amoanted  to  700,000  taels,  or  5,250,000  francs. 

In  1167,  a  minister  reported  to  the  Emperor  that  from  1160,  to 
the  second  month  of  1166,  more  than  28  millions  of  too  had  been 
issued.  Of  hoeutseUy  and  during  that  year,  15,600,000  mcnre  too 
had  been  issued,  and  it  appeared  that  the  Treasury  paid  out  each 
month  from  six  to  seven  hundred  thousand  taels,  or  from  4*5  to 
5'25  million  francs,  for  the  expenses  of  the  State.  On  the  other 
hand,  the  Oenerols  refused  every  thing  but  specie,  and  the 
Governors  of  the  provinces  refused  the  State  paper  in  payment 
of  taxes.  This  greatly  depreciated  their  value.  The  p^)er  on 
which  they  were  printed  was  so  bad,  that  five  millions  wanted  to 
be  renewed.  The  Gk)vernment  said  it  would  issue  new  notes  at 
the  rate  of  100  tsien  for  every  1,000  imn  of  the  old  ones.  This 
new  friiud  greatly  increased  the  public  distrust. 

In  1168,  the  exchange  of  the  old  for  the  new  hoei-tseu  began. 
They  had  an  6ch6auce  of  three  years  like  the  kiao-Ueu,  and  each 
series  amounted  to  ten  million  taels^  or  750  million  francs.  A 
commission  of  2  per  cent,  was  charged  on  the  exchange.  But 
only  the  old  ones  which  had  the  words  kouan  (thousand)  and  p$ 
(hundred)  still  legible,  were  exchanged  at  their  nominal  value. 
The  verificators  had  to  distinguish  the  forged  notes,  and  trace 
them  to  their  first  issuers,  for  which  they  received  a  large  re- 
compense. The  old  ones  were  only  allowed  four  months  to  be 
exchanged,  after  that  they  were  not  to  be  current. 

In  1175,  the  necessity  for  funds  to  carry  on  the  Kin  war  made 
the  Goyemment  resort  to  measures  which  ruined  commerce  and 
public  credit.  The  tax  collectora  imputed  the  scarcity  of  money 
to  the  merchants,  who  were  forbidden  to  export  any.  Every 
merchant  vessel  was  searched  before  leaving  by  a  special  officer, 
who  gave  it  a  passport.  But  the  merchants  embarked  their  specie 
in  little  boats  before  the  visit  of  the  inspector,  who  probably  took 
care  not  to  see  too  much.  Severe  penalties  were  denounced  against 
all  who  took  away  money,  but  in  1179,  these  severe  decrees  conld 
not  be  carried  out ;  and  merchants  were  allowed  to  take  with  them 
a  small  quantity  of  specie. 

The  Government  by  several  decrees  in  1176,  put  off  the  pay- 
ment of  the  several  series  of  hoeir-tseu  till  1197.  In  1195,  Ning- 
tsong  declared  that  each  scries  of  hoeiMeu  should  consist  of  thirty 
millions  of  muiy  or  225  million  francs.     In  1200,  it  was  found 
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that  the  quantity  of  bills  called  khuen-yn  in  circalation  was  more 
than  fifty-three  millions  of  min,  or  three  hundred  and  ninety-five 
million  francs;  and  besides  that  there  were  an  almost  equal 
quantity  of  bills  at  three  terms. 

In  1163,  the  Government  had  created  a  local  paper  money,  to 
drcnlate  in  the  provinces  on  the  River  Hoai.  The  hoei-tseu  were 
prohibited  in  these  provinces ;  and  at  the  tolls  on  the  river,  tickets 
were  issued  to  serve  as  an  intermediary  between  the  two  currencies. 
Copper  money  was  forbidden  in  these  provinces,  and  iron  only  was 
allowed.  The  people  were  so  discontented  that  the  decrees  had  to 
be  rescinded.  In  1221,  more  than  300,000  mm  of  this  local  paper 
money  was  issued.  The  Government  always  tried  to  emit  the 
greatest  quantity  of  paper  money  in  the  districts  exposed  to  the 
attacks  of  the  enemy. 

It  appears  that  since  1160  no  paper  money  had  been  redeemed, 
except  with  fresh  paper,  which  reduced  the  credit  of  the  Govern- 
ment to  a  very  low  ebb.  All  the  state  officials,  civil  and  military, 
were  paid  in  paper.  The  army  was  in  want  of  necessaries. 
Taxes  were  only  paid  in  paper.  Copper  money  was  regarded  as  a 
rarity,  and,  of  course,  the  more  the  paper  was  depreciated,  the 
more  the  price  of  food  rose.  Some  feeble  efforts  were  made  to 
improve  the  public  credit  by  coining  copper,  but  the  quantity  was 
very  small,  and  it  was  much  debased.  In  1210,  the  Government 
sent  a  quantity  of  gold  and  silver  to  Sse-tchuen,  where  a  new  issue 
of  thirteen  million  min,  in  bills,  had  greatly  depreciated  them. 
The  khmn-yn  of  1,000  pieces  had  fallen  to  400  and  100  pieces. 
The  specie  sent  was  sufficient  to  buy  up  thirteen  million  min  of 
khuen-yn,  and  their  value  rose  to  500  pieces  of  iron  in  Sse- 
tchuen.  Beyond  this  province  the  paper  was  only  worth  170 
pieces. 

For  nearly  a  century,  the  Niu-tchy,  who  had  conquered  the 
north  of  China,  had  followed  the  example  of  the  Chinese,  and 
created  a  paper  money  in  their  kingdom  of  Ein,  which  was  called 
kiao-khao.  They  made  the  tributary  provinces  pay  in  nothing 
but  copper,  and  they  paid  themselves  only  in  paper.  This  paper 
was  issued  with  an  ^heance  of  seven  years,  when  it  was  promised 
to  be  paid  in  specie.  But,  of  course,  this  could  not  be  done,  and 
the  paper  money  fell  to  a  discount. 

^  The  Chinese  historian  says — "  Paper  should  not  be  made  money; 
it  should  only  be  used  as  a  representative  sign  of  metallic  values. 
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or  ncocssaries,  which  should  be  immediately  exchanged  for  specie, 
and  economise  its  transport  Such  was  the  original  use  of  paper 
among  merchants.  The  OoTemment,  adopting  this  inventioa 
from  private  persons,  made  it  into  money;  an4  then  abused  its 
original  intention."  The  same  writer  says,  in  anoth^  place,  that 
in  a  oonntry  which  had  no  medinm  'of  exchange,  except  copper 
and  iron,  the  use  of  paper  as  a  bill  of  exchange,  or  note  payable 
to  bearer,  was  of  great  use  in  commerce.  But  the  Chinese 
Government,  whose  rapacity  had  committed  so  many  frauds  on  the 
coinage,  could  not  respect  this  useful  invention,  when  the  cost  of 
the  war  made  a  continual  demand  for  money.  It  only  maintained 
its  engagements  during  the  period  of  the  iBrst  issue  of  kiao-tfeu^ 
at  Y-tcheon;  that  is,  for  about  seventy-five  or  eighty  years. 

The  Kin  Government  was  attacked  by  the  Mongols  and  the 
Chinese,  and  it  resorted  to  the  same  device  of  issuing  paper 
money.  The  depreciated  kiao-fehao  were  replaced  by  paa^ewn, 
thong-paOy  pao-tsuen,  tehin-ho,  which  were  printed  on  silk,  and  by 
paO'hoei.  These  were  all  species  of  inconvertible  paper  money, 
The  last  mentioned  were  from  1  to  4  tsien,  that  is,  fix>m  *7 
to  8  centimes. 

No  more  metallic  currency  was  made  in  China  till  1276,  when 
the  Soung  dynasty  was  overthrown.  The  only  currency  was  the 
depreciated  hoei-fseu.  In  1235,  a  minister  speaks  of  two  species 
of  hoei-tseu,  at  sixteen  and  seventeen  terms,  and  complains  of  their 
daily  increasing  depreciation,  and  the  rise  of  necessaries.  In 
125G,  in  order  to  diminish  their  number,  it  was  ordered  that  the 
wine  duties  should  be  received  in  them,  and  then  they  were  to  be 
burnt.  In  12G5  the  hoei-tseti  were  so  utterly  depreciated,  that  a 
new  paper  money  was  created,  called  kien-tmen-kouan'tseu.  There 
was  also  a  species  called  i/n-kouan,  or  silver  notes.  The  Govern- 
ment issued  one  of  these  last  to  redeem  three  hoei-tseu  of  eighteen 
tenns;  and  received  the  hoei-tseu  of  seventeen  terms  in  payment 
of  the  grain  it  sold  to  the  t)eople,  and  then  burnt  them.  This 
was  the  last  effort  of  the  Soung  dynasty;  and  China  then  fell 
under  the  Mongolians,  greatly  owing  to  the  demoralisation  caused 
by  the  misery  i)roduced  by  the  pai)er  money. 

Many  of  the  officers  of  the  Mongolian  king,  Ogodai  (1227-1248), 
had  urged  him  to  issue  kiao-tchao,  in  imitation  of  the  Kin  kings. 
His  minister,  however,  Ye-liu-tchou-tsai,  had  warned  him  of  ttie 
danger  of  i^aper  money;  and  told  him  that  the  paper  was  refused 
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in  payment  of  taxes,  and,  in  consequence,  was  so  depreciated,  that 
a  cake  of  rice  cost  11,000  wm,  or  75,000  francs.  He  advised  that 
if  the  king  was  determined  to  issue  paper  money,  its  value  should 
not  exceed  10,000  ting  of  silver,  or  about  750,000  francs.  This 
sage  counsel,  however,  was  not  observed.  In  1260,  Koblai,  or 
Chi-tsow,  the  first  Mongol  Emperor,  who  conquered  all  China, 
issued  kiao-tchao,  which  were  already  depreciated  one  half.  In  the 
same  year  new  issues  were  made,  called  tchong'tong'^nen'2XiO'tc}uw 
of  several  sorts,  besides  some  printed  on  silk,  called  khong-tong' 
yn-ho.  In  1264,  banks  were  erected  throughout  the  empire  for 
the  issue  of  these  notes.  In  1276,  new  notes,  called  li-tchao, 
being  little  more  than  a  centime  or  two.  In  1279,  these  issues 
were  stopped,  but  the  old  ones  continued  in  circulation,  though  at 
a  constantly' increasing  depreciation.  In  1288,  new  issues  were 
made,  in  which  one  new  note  was  given  for  five  of  the  same 
nominal  value  of  the  old.  Thus  the  Government  defrauded  its 
creditors  of  eighty  per  cent,  of  their  debts. 

It  was  at  this  period  that  the  celebrated  Venetian  traveller, 
Marco  Polo,  visited  China;  and  discovered  the  existence  of  this 
paper  money.  In  B.  II.,  c.  18,  he  gives  an  account  of  its  manu- 
facture. He  says  that  it  was  made  in  Kanbalu.  The  inner  rind 
of  the  mulberry  tree  was  steeped  and  pounded  in  a  mortar,  and 
then  made  into  paper,  resembling  that  made  from  cotton,  but 
quite  black.  It  was  then  cut  into  pieces  nearly  square,  but  of 
different  sizes.  The  smallest  were  of  the  value  of  a  Denier 
tournois;  the  next  for  a  Venetian  groat;  others  for  two,  five,  and 
ten  groats;  others  for  one  to  ten  gold  besants.  Several  officers 
had  to  subscribe  their  names,  and  place  their  seals  on  each  note, 
which  was  then  stamped  with  the  royal  seal  dipped  in  vermillion. 
Counterfeiting  was  a  capital  ofience.  It  had  then  a  forced 
currency,  and  no  one  dare  refuse  it  on  pain  of  death.  Caravans 
of  merchants  arrived  with  their  goods,  which  they  laid  before  the 
king,  who  selected  what  he  pleased,  and  paid  them  in  this  money. 
When  any  one  wislicd  to  exchange  old  money  for  new,  it  was  done 
at  the  Mint,  at  a  charge  of  three  per  cent.  If  any  one  also 
wanted  gold  or  silver  for  manufacture,  they  could  obtain  bullion  at 
the  Mint  in  exchange  for  the  paper.  He  also  mentions  many 
cities  where  he  observed  this  money. 

In  1300,  the  Emperor  Won-tsong,  seeing  the  paper  much 
depreciated,  issued  a  third  species,  called  tchi-ta-yn-tchao;  which. 
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in  facty  replaced  the  old  at  a  depreciation  of  eighty  per  cent. 
Although  some  coinages  of  metal  were  iaBued,  this  paper  was  ihe 
only  money  recognised  by  the  Oovemment  till  the  end  of  the 
Mongol  dynasty.  From  1841-1367,  new  issues  were  made  which 
were  to  replace  the  old  ones,  and  were  called  kieuf-tchao  of  the 
period  khi-tengy  as  if  the  new  ones  were  better  than  the  old.  Bat 
no  one  would  take  them.  During  this  period,  insurrections  broke 
out  in  every  quarter,  which  the  author  of  the  work  Tsao-maUy 
which  is  a  continuation  of  Matonan-lin,  attributes  to  the  general 
discontent  caused  by  the  abuse  of  paper  money  by  the  Mongols. 
But  he  does  justice  to  the  proper  use  of  paper.  He  recalls  the 
excellent  effects  which  the  creation  of  the  kiao-tsm  by  Tchang- 
yang  had  previously  had  in  Sse-tchuen.  **Then,"  says  he,  **it 
was  ordered  that  at  the  offices  of  the  rich  merchants  who  managed 
the  enterprise,  when  the  notes  webe  paid  in,  the  money  game 

OUT;  WHEN  THE  BILLS  CAME  OUT,  THE  MONEY  WENT  IN.  ThB 
MONEY  WAS  THE  MOTHEB,  THE  NOTE  WAS  THE  BON.  ThE  BON 
AND   THE   MOTHEB    WEBE   BECIPBOCALLY    EXCHANGED  FOB   BACH 

OTHEB."  Thus,  we  see,  that  even  the  famous  Cubbency 
Pbinciple  was  invented  in  China  five  hundred  years  ^o  !  This 
is  just  the.  doctrine  of  some  modem  writers,  that  the  sole  duty  of 
a  bank  is  to  exchange  specie  for  paper,  and  paper  for  specie. 

It  was  during  this  period  that  the  famous  English  traveller.  Sir 
John  Maundeville,  visited  China,  and  he  gives  an  account  of  the 
paper  money  there.  He  says,^  speaking  of  the  Emperor  of 
Cathay,  or  China — **  This  Emperour  may  dispenden  als  moche  as 
he  wile  with  outen  estyraacioun.  For  he  despendethe  not,  ne 
makethe  no  money,  but  of  lether  emprented,  or  of  papyre.  And 
of  that  money  is  som  of  gretter  prys,  and  som  of  lesse  prys,  aftre 
the  dy versitie  of  his  statutes.  And  whan  that  money  hathe  ronne 
so  longe,  that  it  begynnethe  to  waste,  than  men  beren  it  to  the 
Emperoure's  Tresorye,  and  than  thei  taken  newe  money  for  the 
old.  And  that  money  gothe  thorghe  out  all  the  contree,  and 
thorghe  out  all  his  provynces.  For  there  and  beyond  hem  thei 
make  no  money  nouther  of  gold  nor  of  sylver.  And  therefore  he 
may  despendo  ynow  and  outrageously." 

We  need  not  give  any  more  details  here  of  the  history  of 
inconvertible  paper  money  in  China.  From  11  GO  to  the  end  of 
the  sixteenth  century  it  had  a  forced  currency,  and  was  at  one 

«  Travels,  i>,  239.    £dit  1839. 
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time  BO  depredated,  that  500  paper  oances  were  only  equal  to  1 
silver  ounce.  It  produced  all  the  evils  and  misery  which  its  use 
has  caused  in  modem  times  in  Europe  and  America.  In  1644  the 
Tartar  dynasty  conquered  China,  and  seeing  that  the  fall  of  the 
Ming  dynasty  was  greatly  owing  to  the  course  of  inconvertible 
paper  money,  they  totally  suppressed  it. 

3.  Several  Banks  in  Europe  have  been  constructed  on  this 
principle,  such  as  those  of  Venice  in  1587,  Amsterdam  in  1609, 
Hamburg  in  1619,  and  others.  We  have  already^  explained  the 
cause  of  the  institution  of  these  Banks.  They  were  founded 
solely  for  the  purpose  of  remedying  the  inconvenience  caused  by 
the  circulation  of  foreign  and  depreciated  coins  in  their  respective 
cities,  and  to  insure  ^a  uniform  standard  of  payment.  They 
created  Credit  only  in  exchange  for  specie  and  bullion  deposited 
with  them;  and  they  professed  to  keep  it  all  in  their  vaults.  The 
Credit  was  either  in  the  form  of  entries  in  their  books,  or  notes; 
but  it  is  manifest  that  it  was  of  no  consequence  which  form 
it  was  in.  These  Banks  were  the  exact  realisation  of  the  ideas 
of  the  Chinese  writer:  when  the  money  went  in,  the  Credit  came 
out;  when  the  money  came  out,  the  Credit  went  in. 

These  Banks  never  did  any  discount  business ;  and  if  they  had 
done  so  it  would  have  been  a  violation  of  the  "  Currency  Principle," 
because  if  the  Credit  created  in  exchange  for  specie  had  remained 
in  circulation;  and  if  they  had  purchased  bills  with  the  specie  in 
their  possession,  that  would  manifestly  have  increased  the  quantity 
of  currency  in  circulation  by  exactly  the  amount  of  the  specie. 
Just  as  Smith  observes  that  if  paper  be  substituted  for  gold, 
that  gold  is  like  a  new  fund  created  for  carrying  on  a  new 
trade.* 

We  may  here  observe  that  Colonel  Torrens  is  entirely  mistaken 
when  he  asserts  that  Smith  calls  money  and  bank  notes  only, 
currency,  excluding  bank  credits.  For  Smith,  speaking  of  the 
Bank  of  Amsterdam,  says' — ^**For  the  value  which  remained, 
after  this  small  deduction  was  made,  it  gave  a  Credit  in  its  books. 
This  Credit  was  called  Bank  Money."  And  the  Credit  in  the 
books  of  these  Banks  was  expressly  called  Bank  Money:  which 
shews  that  a  Bank  Credit  is  precisely  the  same  thing  as  a  Bank 
Note. 

*  Vol.  /.,  e^  7.  f  66.      •  Wealih  o/Nationt,  B.  IL,  o^.  S*      '  I^  B.  /F.,  M.  8. 
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Now  the  principle  of  these  Banks  is  perfectly  dear  and 
intelligible:  and  the  school  of  which  Lord  Overstoney  Colonel 
Torrens,  and  Mr.  I^rman  are  the  most  eminent  mranberfl^ 
maintained  that  this  is  the  tme  principle  of  a  paper  correm^,  and 
that  all  Notes  created  in  excess  of  the  specie  they  diqplaoe  are 
a  depreciation  of  the  currency.  So  also  Mill  says^ — ^^The  sob- 
stitntion  of  paper  for  metallic  currency  is  a  naticmal  gain;  any 
farther  increase  of  paper  beyond  this  is  but  a  fimn  of  robbery." 

4.  Bat  no  banks  of  this  description  cTcr  existed  in  England. 
When  the  goldsmiths  conmienoed  the  business  of  banking,  they 
received  money  on  deposit,  for  which  they  gave  interest;  and  they 
made  their  profits  by  multiplying  their  promises  to  pay  seyeral 
times  beyond  the  amount  of  specie  they  held:  and,  therefore, 
they  violated  the  **  Currency  Principle"  every  time  they  diaoonnted 
abilL 

So  also  the  Bank  of  Scotland  received  no  deposits  fix>m  the 
public  at  first:  it  was  founded  by  its  shareholders  paying  in 
£10,000  in  money;  and  upon  the  basis  of  specie  it  was  easily  able 
to  maintain  £50,000  of  its  notes  in  circulation.  Now  this  was 
most  clearly  a  violation  of  the  "Currency  Principle."  These 
notes  as  well  as  those  of  the  English  goldsmiths  were  clearly  an 
increase  of  the  currency;  they  were  not  merely  in  substitution  for 
existing  specie,  but  they  were  a  creation  of  notes  where  no  specie 
existed  at  all;  and,  consequently,  according  to  the  doctrine  of 
those  who  hold  the  Currency  Principle,  they  were  a  depreciation 
of  the  Currency;  and,  according  to  Mill,  they  were  robbery ! 
And,  according  to  Mill,  the  whole  of  the  Scotch  system  of  banking 
is  robbery;  for  when  the  banks  established  their  branches  in  the 
country  to  promote  agriculture  and  other  works,  they  created  and 
issued  notes  where  no  specie  existed.  But  the  Scottish  people, 
who  see  the  whole  of  their  agriculture  and  commerce  carried 
on  by  means  of  this  system,  will  smile  at  such  extravagant 
notions. 

5.  In  fact,  both  the  Currency  Principle  and  Law's  theory  of 
money,  although  their  effects  are  so  different,  are  based  on  the 
same  fundamental  &llacy,  namely,  that  paper  represents  money  or 
commodities.    Those  who  maintain  the  Currency  Principle  con- 

I  PrinoipU$  of  IhUtieal  Economy,  B.  III.,  ch.  13,  §  5. 
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aider  Bank  Notes  to  resemble  Bills  of  Lading  or  Dock  Warrants, 
which  merely  represent  certain  specific  goods,  and  wish  to  re- 
strain the  amount  of  Bank  Notes  to  the  actual  amount  of  specie, 
in  the  same  way  that  Bills  of  Lading  and  Dock  Warrants  are 
limited  to  the  actual  amount  of  the  goods.  Law  wished  to  extend 
paper  to  represent  all  commodities  and  land,  as  well  as  specie. 
But  these  ideas,  as  we  have  shewn,  are  entirely  erroneous.  For 
the  quantity  of  Credit  which  may  be  generated  does  not  represent 
simply  the  quantity  of  specie,  but  the  quantity  of  specie  combined 
with  its  velocity  of  circulation.  Every  future  payment  has  a 
Present  Value;  and  this  Present  Value  is  an  Exchangeable 
Commodity  which  may  be  bought  and  sold.  And,  therefore,  the 
quantity  of  Credit  which  may  be  safely  generated  purely  depends 
upon  the  methods  of  extinguishing  it,  which  we  have  ftilly  set 
forth  in  a  former  chapter. 

6.  We  have  now  fully  explained  the  Definition  of  Currency 
and  the  Theory  of  Currency  which  the  framers  of  the  Bank  Act 
of  1844  adopted,  and  intended  to  carry  into  effect.  We  have  now 
to  examine  how  far  the  Bank  Act  does  really  carry  that  Theory 
into  efibct,  and  what  have  been  the  consequences  of  doing  so. 
But  in  order  to  understand  clearly  the  modifications  introduced  by 
that  Act,  we  must  explain  the  original  constitution  of  the  Bank, 
and  also  the  leading  principles  upon  which  it  has  been  successively 
managed  at  different  times.  In  fact,  to  understand  the  subject 
thoroughly,  we  must  refer  the  reader  to  the  history  of  Banking  in 
England  given  in  our  Theory  and  Practice  of  Banking^  which  is 
far  too  large  to  incorporate  with  this  work,  but  which  should  be 
read  in  connection  with  it. 

The  Bank  of  England  was  founded  by  certain  clauses  in  the 
Act,  Statute  6  William  &  Mary  (1694),  c.  20,  to  provide  means 
to  carry  on  the  war  against  France.  The  intention  was  to  raise  a 
loan  of  £1,200,000  for  that  purpose.  The  subscribers  were  to  be 
incorporated  as  the  (Governor  and  Company  of  the  Bank  of 
England,  with  powers  of  banking.  They  were  authorised  to  issue 
Bank  Notes  (called  in  those  days  Bills  Obligatory,  or  of  Credit) 
to  the  amount  of  their  subscribed  capital,  which  was  advanced  to 
Government:  and  these  Notes  might  be  freely  transferred  by 
indorsement  each  time,  to  those  persons  who  should  voluntarily 
accept  them,  and  all  such  assignees  might  sue  thereon  in  their 
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own  name.  In  case  the  Bank  issued  Notes  in  excess  of  their 
capital,  the  proprietors  were  to  be  liable  in  their  private  capocitj. 
The  subscribers,  in  exchange  for  the  original  £1,200,000  adyanced 
to  GoYemment,  received  stock  bearing  an  interest  of  8  per  cent.: 
or  an  annuity  of  £100,000. 

Now  we  at  once  observe  the  essential  distinction  between  the 
Banks  of  Venice,  Amsterdam,  and  Hamburg,  and  the  Bank  of 
England.  The  former  banks  were  examples  of  the  Cukbenct 
Prinoiple.  The  bullion  paid  into  them  was  kept,  or  was 
professed  to  be  so,  in  their  vaults;  and  so  long  as  it  was  ao,  the 
Credit  created  by  them  was  exactly  equal  to  the  bullion  paid  in. 
Their  fonction  was  solely  to  gratify  the  sigh  of  the  Chinese 
writer  to  exchange  Credit  for  Bullion,  and  Bullion  for  Credit. 
Hence  these  banks  created  no  augmentcUiofi  of  the  Currency. 

But  the  case  of  the  Bank  of  England  was  clearly  wholly 
different.  The  Bank  paid  over  to  Government  the  whole  of  the 
money  subscribed  as  capital,  which  they  put  into  circulation  for 
the  expenses  of  the  war.  But  the  Bank  was  also  permitted  to 
create  £1,200,000  in  Bank  Notes,  and  put  them  into  circulation 
by  discounting  bills,  or  otherwise.  Thus  the  Bank  had  not  only 
sold  its  cash  to  Government,  but  it  was  also  allowed  to  have 
it  as  well  in  the  form  of  Notes  to  trade  with,  and  make  a 
profit. 

Now  can  any  one  fail  to  see  that  this  proceeding  atiffmented  the 
Currency  by  the  amount  of  £1,200,000,  and  that  the  Bank  made 
a  double  profit;  first  the  interest  on  the  money  advanced  to 
Government,  for  which  they  received  stock  in  exchange  bearing  8 
per  cent,  interest;  and  secofidly,  the  commercial  profits  made  by 
trading  with  the  notes  ? 

Therefore,  so  far  as  this  went,  this  was  clearly  an  example  of 
Lawism. 

7.  In  1697  the  Bank  was  authorised  to  increase  its  capital  by 
upwards  of  a  million.  Of  this  sum,  above  £800,000  was  received 
in  Exchequer  tallies,  then  at  a  discount  of  50  per  cent.,  and 
£200,000  in  its  own  notes,  then  at  a  discount  of  20  per  cent. 
Both  the  tallies  and  the  Bank  Notes  were  counted  as  specie  at 
their  full  nominal  value;  and,  upon  this  augmented  capital  of 
tallies  and  notes,  they  were  permitted  to  create  an  equal  amount  of 
new  notes  to  trade  with ! 
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Law  only  proposed  to  issue  paper  money  based  upon  the  security 
of  land,  or  some  other  solid  article  of  value.  But  the  Bank  of 
England  was  permitted  to  create  Paper  Currency  based  upon  the 
security  of  its  own  depreciated  Credit ! 

In  1709  the  Bank  was  allowed  to  double  its  capital,  and  to  creaU 
an  equal  amount  of  notes  to  trade  with. 

Now,  is  it  not  as  clear  as  the  sun  at  noon  day,  that  each  of  these 
issues  of  Notes  was  so  much  increase  of  Currency,  and  an  example 
of  Lawism  ? 

8.  Now,  if  the  same  principle  had  been  carried  out  to  the 
present  time,  is  it  not  clear  that  all  the  public  funds  would  have 
been  Bank  stock,  and  that  the  Bank  Notes  would  have  equalled 
the  amount  of  the  National  Debt,  or  about  £800,000,000?  Some 
persons  even  now  seem  to  think  that  this  is  a  good  principle. 
They  seem  to  think,  that  if  they  carry  stock  to  the  Bank,  they 
have  a  right  to  have  it  coined  into  notes  to  any  amount.  It  is 
clear  that  this  principle  could  never  be  carried  out  to  its  full 
extent.  For,  if  it  were  true.  Government  might  go  on  creating 
public  debt  ad  infinitum^  and  then  the  Bank  would  create  an  equal 
amount  of  notes.  If  this  principle  be  true,  what  would  be  the  use 
of  going  to  California  and  Australia  for  gold?  Is  not  this  primipls 
more  mad  than  any  thing  Law  ever  wrote?  Law's  issues  of  paper 
were  limited  by  the  value  of  the  land,  but  this  plan  has  positively 
no  limits  whatsoever. 

9.  Up  to  1711  the  issues  of  the  Bank  were  strictly  limited  to 
the  amount  of  their  capital;  and  it  was  declared  that,  if  the 
Directors  exceeded  that  limit  they  should  be  liable  in  their 
persona]  capacity.  Afterwards  they  were  released  from  this 
limitation,  and  they  were  allowed  to  issue  notes  to  any  extent 
they  pleased,  provided  always  that  they  were  payable  in  specie  on 
demand. 

And  so  the  Bank  went  on  till  1797,  when  it  stopped  payment, 
and  committees  were  appointed  by  Parliament  to  investigate  its 
affairs,  who  reported  it  to  be  in  the  most  solid  and  flourishing 
condition;  and  that  they  had  a  surplus  of  assets  above  liabilities 
of  nearly  four  millions,  besides  the  Government  debt  amounting 
to  £11,686,800. 

The  reason  of  this  was  plain.    The  notes  it  had  issued  were 
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given  in  exchange  for  mercantile  secnritieSy  and,  therefore,  the 
Bank  had  as  secnrity  for  the  payment  of  its  Notes,  both  the 
commercial  bills  and  also  the  GoTemment  debt. 

This,  no  doubt,  amply  secured  the  solvency  of  the  Bank, 
and  the  payment  of  its  Notes;  bat  it  played  ntter  havoc  with  the 
Currency  Principle. 

10.  In  1696  the  Bank  was  obliged  to  suspend  payments  in 
cash,  in  consequence  of  the  great  monetary  disorder  caused  by  the 
bad  state  of  the  coinage.  Its  notes  soon  fell  to  a  considerable 
discount;  the  lowest  being  24  per  cent,  in  February,  1697.  After 
that  they  gradually  rose  till  they  attained  par  in  October,  1697. 
During  all  this  time  nobody  ever  thought  of  saying  anything  else 
than  that  the  notes  were  at  a  discount.  No  one  thonght  of 
saying  that  the  notes  were  the  standard,  and  that  gold  had  risen. 
We  have  given  a  table  elsewhere^  shewing  the  difference 
in  the  Rates  of  Exchange  as  paid  in  coin  or  Bank  Notes. 

Soon  after  the  suspension  of  cash  payments  in  1797,  the  price 
of  gold  began  to  rise.  It  was  £3  17s.  6d.  in  May,  and  £4  in 
December,  at  which  price  it  continued  till  September,  1799,  In 
June,  1800,  it  rose  to  £4  5s.,  and  in  December  to  £4  6s.,  and 
the  exchange  on  Hamburg,  which  had  been  considerably  above  par 
for  several  years,  fell  to  29*8;  being  upwards  of  14  per  oenL 
against  England. 

This  state  of  matters  gave  rise  to  several  publications,  and 
Lord  King  published  a  pamphlet  to  demonstrate  that  it  was 
due  to  the  depreciation  of  the  Paper  Currency;  and  maintained 
that  the  value  of  the  Paper  was  to  be  estimated  by  the  market 
price  of  bullion,  and  the  state  of  the  foreign  exchanges. 

In  1804  a  great  derangement  took  place  in  the  Irish  Currency. 
The  Bank  of  Ireland  had  been  compelled  by  law  to  suspend 
payments  in  cash  at  the  same  time  as  the  Bank  of  England; 
although  tliere  was  no  necessity  for  it,  as  the  Exchanges  were 
favourable  to  Ireland,  as  they  always  are,  from  the  course  of  trade 
between  England  and  Ireland.  Relieved  from  the  necessity  of 
paying  in  cash,  the  Bank  of  Ireland  extended  its  issues  enor- 
mously. In  1804  they  were  fivefold  what  they  were  in  1797.  In 
consequence  of  this,  Irish  Bank  Notes  fell  to  a  heavy  disconnt. 
Guineas  were  commonly  sold  at  a  premium  of  2s.  4d.  or  Is.  6d. 

(  Tkeary  and  Practice  of  Banking,  Fol. /.,|7.  863. 
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when  paid  for  in  paper.  The  exchange  fell  to  20  per  cent, 
against  Dublin.  While  at  Belfast^  where  Irish  Bank  Notes  did 
not  circulate^  bnt  the  exchanges  were  calculated  in  specie^  the 
exchange  was  in  &Yoar  of  Bel&st,  as  it  had  been  all  along.  A 
Committee  of  the  House  of  Commons  was  appointed  to  investigate 
the  subject,  and  they  expressly  attributed  the  depressed  state  of 
the  exchange  with  Dublin  to  tiie  excessive  issues  of  the  Bank  of 
Ireland,  and  declared  that  it  was  their  duty  to  limit  their  issues 
during  an  unfavourable  exchange,  just  in  the  same  manner  as  they 
had  been  accustomed  to  do  before  the  Restriction  Act.  This  was 
the  first  declaration  by  a  Parliamentary  Committee  that  the 
issues  of  notes  should  be  regulated  by  the  state  of  the  Ex- 
changes.^ 

A  few  years  afterwards  the  same  phenomena  manifested  them- 
selves in  England.  In  February,  1809,  the  price  of  gold  rose  to 
£4  10s.,  and  the  exchange  with  Hamburg  fell  to  31*,  and 
continued  to  fall  till  January,  1810,  when  it  was  as  low  as  28*6. 
This  state  of  matters  caused  such  a  derangement  of  commerce 
that  the  Bullion  Committee  was  appointed,  and  came  to  precisely 
the  same  conclusion  as  the  Irish  Committee  of  1804,  that  these 
effects  were  produced  by  the  excessive  issues  of  Bank  Notes. 
They  said  that  the  true  value  of  the  paper  was  to  be  estimated  by 
the  Market  or  Paper  price  of  gold,  and  the  state  of  the  foreign 
exchanges.  In  former  times  a  high  price  of  bullion  and  an 
adverse  state  of  the  exchanges,  had  compelled  the  Directors  to 
reduce  their  issues  to  counteract  the  djpain  of  guineas,  and  to 
preserve  their  own  safety.  Since  the  restriction  they  had  not 
followed  the  same  principles,  as  they  did  not  feel  the  inconvenience. 
Nevertheless,  they  ought  to  observe  the  same  rules  as  before  the 
restriction,  and  to  continue  to  regulate  their  issues  by  the  market 
price  of  bullion,  and  the  state  of  the  foreign  exchanges. 

Some  proposals  had  been  made  of  remedying  the  evil  by  a 
compulsory  limitation  of  the  Bank's  power  of  issuing  Notes. 
But  the  Committee  entirely  discountenanced  the  plan  of  imposing 
a  numerical  limit  on  the  Bank's  issues,  because  the  necessary 
quantity  could  never  be  fixed;  and  such  a  course  might  very  much 
aggravate  the  severity  of  a  temporary  pressure. 

A  very  important  distinction,  however,  was  to  be  observed 
between  a  demand  for  gold  for  domestic  purposes,  sometimes  great 

1  Theory  and  PlwHee  of  Banking,  Chap,  VIIL,  f  14—82. 
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and  sudden,  and  caused  by  a  temporary  fidlure  of  confidence,  and 
a  drain  arising  from  the  nnfavourable  state  of  the  foreign 
exchanges ;  t?iat  a  judiciom  increase  of  accommodaUan  uhu  the 
proper  remedy  for  the  former  phenomenon ;  hut  a  dmmutian  of  its 
issues,  the  correct  course  to  adopt  in  the  latter. 

The  Report  emphatically  declared  that  the  mere  numerical 
amount  of  notes  in  circulation,  at  any  time,  was  no  criterion 
whatever  of  their  being  excessiTC;  the  only  sure  criterion  was  to 
be  found  in  the  Price  of  Gold  Bullion  and  the  state  of  the 
Exchanges. 

Mr.  Thornton,  in  the  debate  on  the  Bullion  Report  in  1811, 
adduced  a  striking  instance  to  shew  the  effect  of  reducing  the 
issues  of  Bank  Notes  on  the  Exchanges.  In  1805  the  French 
Government  had  occasion  for  a  loan,  and  applied  to  the  merchants 
for  it,  as  such  a  transaction  was  contrary  to  the  rules  of  the  Bank. 
The  merchants  proceeded  to  fabricate  bills  among  themdelveSy 
which  they  discounted  at  the  Bank,  which  thus  became  the  reid 
lender.  There  was,  in  consequence,  a  very  large  increase  of  Bank 
paper,  and  a  great  demand  for  specie,  and  after  sustaining  great 
losses  in  buying  up  specie,  the  Bank  at  last  was  obliged  to  stc^ 
payment.  Bank  Notes  fell  to  a  discount  of  10  or  12  per  cent.; 
and  the  Exclianges  fell  10  per  cent.  But  the  Bank  reduced  its 
issues;  and  in  three  months  the  Exchanges  were  rectified,  and  the 
Bank  resumed  cash  payments. 

The  doctrines  of  the  Bullion  Report  were,  however,  entirely 
rejected  by  Parliament;  and  while  it  was  openly  proved  that  light 
guineas  were  selling  at  27s.,  the  House  of  Commons  voted,  by  a 
large  majority,  that  in  public  estimation  guineas  and  Bank  Notes 
were  equal:  that  is,  that  twenty-one  was  equal  to  twentynseven. 
This  is  probably  the  most  extraordinary  vote  of  any  Assembly  in 
the  world,  and  can  never  be  alluded  to  without  feelings  of  the 
greatest  shame!  but  such  is  the  force  of  party  spirit  that  among 
the  names  of  the  majority  was  Robert  Peel. 

However,  the  Bank  being  freed  from  all  restraint  by  this  vote, 
increased  its  issues,  which  became  still  more  depreciated,  until  in 
August,  1813,  the  Price  of  Gold  Bullion  rose  to  £5  lOs.,  and  the 
real  value  of  the  Bank  Note  was  14s.  2d.  After,  however,  the 
first  abdication  of  Napoleon,  the  price  of  gold  fell  to  about 
£4  16s.,  making  the  value  of  the  Note  18s.  Id.  But  during  the 
hundred  days,  the  price  of  gold  rose  to  £5  7s.,  and  the  Note  fell 
to  14s.  5d. 
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After  Napoleon*B  final  overthrow  at  Waterloo,  the  price  of  gold 
rapidly  fell,  and  the  value  of  the  Note  rose.  In  the  beginning  of 
January,  1816,  the  price  of  gold  was  £4  28.,  and  the  viJue  of  the 
Note,  198.  0"8.  When  the  Bank  wa8  relieved  from  all  fear  of 
having  to  resume  cash  payments,  country  banks  multiplied  greatly. 
In  1811  there  were  728;  in  1818  they  had  risen  to  940,  and  the 
amount  of  their  issues  was  supposed,  on  the  most  moderate  calcu- 
lation, to  be  £25,000,000. 

A  long  series  of  bad  harvests,  and  the  depression  of  the  paper 
currency,  had  raised  the  price  of  com  to  an  extravagant  height 
In  August,  1812,  wheat  stood  at  155s.  the  quarter.  A  fatal  idea 
became  prevalent  that  such  a  price  would  be  permanent.  Immense 
speculations  began  in  land  jobbing;  vast  tracts  of  waste  and  fen 
lands  were  reclaimed.  It  was  at  this  time  that  the  great 
agricultural  improvements  in  Lincolnshire  were  effected.  Rents 
rose  to  treble  what  they  were  in  1792:  all  the  new  agricultural 
engagements  entered  into  at  that  period  were  framed  on  the  basis 
of  these  extravagant  prices;  landlords  and  tenants  increased  their 
expenditure  in  a  similar  ratio,  and  family  settlements  were  calcu- 
lated on  the  same  scale. 

After  the  disasters  of  Napoleon  in  Russia  and  Leipsic,  the  ports 
of  Russia  and  Northern  Germany  were  thrown  open  to  British 
commerce;  and  this  naturally  gave  rise  to  enormous  speculative 
exports  and  over-trading.  These  were  at  their  height  in  the 
spring  of  1814:  and  the  prices  of  conunodities  rose  to  an 
unusual  height.  Every  branch  of  industry  was  affected  by  these 
causes.  But  the  natural  consequence  of  such  inflation  soon 
followed.  The  harvest  of  1813  was  very  abundant,  and  in  July, 
1814,  wheat  had  Men  to  688.  a  quarter.  A  violent  revulsion  and 
general  depression  of  prices  of  all  sorts  of  property  then  began, 
which  entailed  universal  losses  and  £Edlures  among  the  agricultural, 
commercial,  manufacturing,  minmg,  shipping,  and  building 
interests.  The  disasters  commenced  in  the  autumn  of  1814, 
continued  with  increasing  severity  during  1815,  and  reached 
their  height  in  1816-17.  During  these  years  89  country  bankers 
became  bankrupt,  and,  according  to  usual  calculation,  about  four 
times  as  many  ceased  operations:  and  the  reduction  of  the  issues 
of  country  paper  was  such,  that  in  1816  its  amount  was  little  more 
than  half  what  it  had  been  in  1814. 

This  general   discredit  of  country  Bank  paper,  resembling 
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what  had  preyionsly  oocnrred  in  1793  and  1797>  cansed  a  demand 
for  additional  issues  fh)m  the  Bank  of  England,  to  help  to  main- 
tain public  credit;  and,  though  this  caused  an  extension  of  the 
Bank  paper  by  upwards  of  three  millions^  so  great  was  the 
abstraction  of  country  Bank  paper  from  circulation  (to  certainly 
three  times  the  amount  of  the  Bank  of  England  issues),  that 
the  yalue  of  the  whole  currency  rapidly  rose,  so  that,  while  in 
May,  1815,  the  market  or  paper  price  of  gold  was  £5  6a.,  the 
exchange  in  Hamburg  28*2,  and  that  on  Paris  19*8  in  October, 
1816,  the  paper  price  of  gold  had  rapidly  Mien  to  £8  IBs.  6d., 
the  exchange  with  Hamburg  was  88*,  and  that  on  Paris  26*10, 
and  they  remained  with  little  variation  at  these  prices  till 
July,  1817. 

Hence,  at  length,  was  manifested  the  most  complete  triumph 
of  the  principles  of  the  Bullion  Report.  The  great  plethora  of 
this  worthless  quantity  of  paper  currency  being  remoYed,  the  value 
of  the  whole  currency  was  raised  almost  to  par;  so  near,  in  &ct, 
that  the  smallest  care  and  attention  would  have  brought  it  quite 
to  par;  and  if  means  could  have  been  taken  to  prevent  the  growth 
of  the  rank  luxuriance  of  comitry  Bank  Notes,  cash  payments 
would  have  been  resumed  at  this  period  with  the  utmost  possible 
facility,  and,  as  a  matter  of  course,  without  exciting  the  least 
comment. 

11.  On  several  previous  occasions,  the  Bank  had  intimated 
to  the  Government  their  perfect  readiness  and  ability  to  resume 
payments  in  cash,  but  had  always  been  prevented  from  doing 
so  for  political  reasons.  In  1815,  when  peace  was  finally 
restored,  they  prepared  in  good  faith  to  be  ready  to  do  so  as 
soon  as  they  should  be  required,  and,  during  that  year  and 
1816,  they  accumulated  so  much  treasure  that,  in  November, 
1816,  they  gave  notice  of  their  intention  to  pay  all  their  notes 
dated  previously  to  the  1st  January,  1812,  and  in  April,  1817, 
all  their  notes  dated  before  Ist  January,  1816.  When  this 
was  done,  there  was  found  to  be  scarcely  any  demand  on  them 
for  gold.  The  nation  had  got  so  accustomed  to  a  paper  currency, 
that  they  were  most  unwilling  to  receive  gold  for  it.  Mr.  Stuckey, 
one  of  the  largest  bankers  in  the  West  of  England,  said 
that  during  this  partial  resumption  of  cash  payments  it  cost 
him  nearly  £100  to  remit  the  surplus  coin  which  accumulated 
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upon  him  to  London,  as  he  oonld  not  get  rid  of  it  in  the 
country,  his  customers  all  preferring  his  notes;  many  persons 
who  had  hoarded  guineas,  requested  as  a  favour  to  have  notes 
in  exchange. 

12.  The  partial  resumption  of  cash  payments  was  attended 
with  perfect  success;  it  caused  no  very  great  demand  for  gold 
which  continued  to  accumulate  in  the  Bank  till  October,  1817, 
when  it  reached  its  maximum,  being  £11,914,000.  In  that 
month  the  Bank  gave  notice  that  it  would  pay  off  in  cash  all  the 
notes  dated  before  1st  January,  1817,  or  renew  them  at  the  option 
of  the  holders.  In  the  course  of  1817  a  very  large  amount  of 
foreign  loans  were  contracted  for;  Prussia,  Austria,  and  other 
continental  States  of  lesser  importance,  were  endeavouring  to 
replace  their  depreciated  paper  by  a  metallic  currency;  and  as 
money  was  very  abundant  in  England,  a  very  large  portion  of 
these  loans  were  taken  up  here.  The  effect  of  this  began  to 
manifest  itself  in  April,  1817,  when  the  exchange  with  Hamburg 
and  Paris  b^an  to  give  way,  and  the  market  price  of  gold  to 
rise.  The  Bank  took  no  proper  steps  to  reduce  their  issues,  and 
the  consequence  was  that  these  phenomena  increased  during 
1818,  and  in  January,  1819,  the  price  of  gold  was  £4  ds.,  the 
exchange  on  Hamburg  88'8,  and  that  on  Paris  23*50.  In  July, 
1817,  the  new  gold  coinage  began  to  be  issued  from  the  Mint  in 
large  quantities.  The  consequence  was  that  a  steady  demand  for 
gold  set  in  upon  the  Bank;  and  in  pursuance  of  its  notices,  the 
sum  of  £6,756,000  was  drawn  out  of  it  in  gold.  Just  at  this  time 
the  British  Government  reduced  the  rate  of  interest  upon 
Exchequer  bills.  The  much  higher  rate  of  interest  offered  by 
continental  Governments  caused  a  great  demand  for  gold  for 
exportation,  and  during  1818  a  very  decided  drain  went  on.  The 
Bank  directors,  however,  determined  to  set  all  the  principles  of 
the  Bullion  Report  ostentatiously  at  defiance.  While  this  great 
drain  was  going  on,  they  increased  their  advances  to  Government 
from  £20,000,000  to  £28,000,000 ;  and  though  they  knew  per- 
fectly well  that  the  demand  for  gold  was  for  exportation,  they 
took  no  measures  whatever  to  reduce  their  issues  for  the  purpose 
of  checking  the  export.  At  the  same  time  the  country  bank  notes 
were  two-thirds  greater  than  in  1816. 

The  demand  for  gold  continued  to  increase,  and  in  January, 
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1819,  it  became  evident  that  the  Bank  would  soon  be  exhausted, 
if  legislative  interference  did  not  take  place.  Aooordinglyy 
on  the  Srd  Febroary,  1819,  both  Houses  appointed  Ck>mniittees 
to  inquire  into  the  state  of  the  Bank;  and,  on  the  5th  April,  they 
reported  that  it  was  expedient  to  pass  an  Act  immediately  to 
restrain  the  Bank  from  paying  cash  in  terms  of  its  notices 
of  1816-17.  An  Act  for  that  purpose  was  passed  in  two  days' 
time.  It  was  stated  in  the  Report  of  the  Commons  that  in 
the  first  six  months  of  1818,  125  millions  of  francs  had  been 
coined  at  the  French  Mint,  three-fourths  of  which  had  been 
derived  from  the  gold  coin  of  this  country.  The  Act  forbade  the 
Bank  to  make  any  payments  in  gold  whatever,  either  for  fractional 
sums  under  £5,  or  any  of  their  notes,  during  that  session  of 
Parliament.  The  Act,  therefore,  totally  closed  the  Bank  for 
payments  in  cash. 

18.  The  chief  points  of  interest  in  the  Reports  of  the  two 
Houses  regarding  our  present  subject,  are  the  opinions  held  by  the 
witnesses  respecting  the  great  doctrines  of  the  Bullion  Report 
The  reports  of  neither  House  entered  into  the  question  of  the 
theory  of  the  Currency,  they  were  confined  to  recommending  a 
certain  coui'se  of  action ;  but  they  examined  a  number  of  witnesses 
of  the  first  eminence  on  the  subject,  and  the  result  of  their 
evidence  is  most  extraordinary.  It  will  be  remembered  that,  both 
in  1804  and  1810,  the  immense  preponderance  of  commercial 
testimony  was  entirely  adverse  to  the  doctrine  that  the  issues  of 
paper  currency  had  any  effect  upon  the  exchanges,  or  the  price  of 
bullion,  or  should  be  regulated  by  them.  Nevertheless,  the  reports 
of  both  Committees  were  entirely  in  the  teeth  of  the  mercantile 
evidence.  The  Bullion  Report  had  now  been  before  the  country 
for  nine  years,  and  had  caused  more  public  discussion,  both  in 
Parliament  and  in  the  press,  than  almost  any  subject  whatever; 
and  it  is  perfectly  manifest  that  if  its  principles  were  erroneons, 
the  commercial  world  would  only  have  been  further  strengthened 
in  their  opposition  to  them.  But  what  was  the  result  now?  The 
overwhelming  mass  of  commercial  evidence  was  entirely  in  their 
favour.  The  current  of  mercantile  opinion  now  was  just  as  strong 
on  their  side  as  it  had  formerly  been  against  them.  What  could 
be  more  triumphant  than  this?  What  could  be  more  splendid 
testimony  to  their  accuracy  and  soundness  than  the  fact  that  they 
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had  oonverted  the  immense  hostile  majority  of  the  commercial 
world  ? 

Several  even  of  the  Directors  of  the  Bank  were  converted  to 
these  doctrines ;  but  the  majority  of  the  Conrt  was  still  hostile, 
and  on  the  25th  March,  1819,  they  passed  this  resolution — 

'^  That  this  Ck>art  cannot  refrain  from  adverting  to  an  opinion, 
strongly  insisted  upon  by  some,  that  the  Bank  has  only  to  reduce 
its  issues  to  obtain  a  favourable  turn  in  the  jexchanges,  and  a 
consequent  influx  of  the  precious  metals;  the^tk)urt  conceives  it 
to  be  its  duty  to  declare  that  it  is  unable  to  discover  any  solid 
foundation  for  such  a  sentiment." 

Among  the  most  distinguished  converts  to  the  doctrines  of  the 
Bullion  Report  was  Peel,  who  had  voted  in  the  majority  in  1811 
against  them.  He  was  appointed  Chairman  of  the  Commons 
Committee,  and  entrusted  by  the  Government  with  the  conduct  of 
the  Bill  determined  upon  by  the  Government.  The  Bill  was 
brought  in  on  the  24th  May,  1819,^  and  Peel  avowed  his  con- 
version to  the  doctrines  of  Homer.  On  five  different  occasions 
Parliament  had  declared  that  cash  payments  should  be  resumed  as 
soon  as  possible :  and  the  public  now  doubted  the  sincerity  of 
these'  declarations.  Every  sound  writer  agreed  that  a  certain 
weight  of  gold  bullion  of  a  certain  fineness  constituted  the  only 
true,  intelligible,  and  adequate  standard  of  value :  and  to  that  the 
country  must  return.  No  doubt  the  Bank  was  perfectly  solvent, 
but  did  it  follow  from  that  that  there  could  be  no  over-issue  of  its 
paper?  If  solvency  alone  was  a  suflScient  proof  that  there  was  no 
excess  of  circulation,  the  theory  of  Law  was  just,  and  the  land 
as  well  as  the  funds  might  be  safely  converted  into  a  circulating 
medium.  There  was,  mfact,  no  test  of  excess  or  deficiency ,  hut  a 
comparison  ivith  the  price  of  gold.  This  was  not  indicated  by 
theory  alone ;  the  last  few  years  had  afforded  abundant  experience 
to  support  and  confirm  it. 

As  the  Bank  had  so  entirely  repudiated  the  principles  of  the 
Bullion  Report,  they  could  not  be  expected  to  act  upon  them.  It 
had  been  proposed  "  to  prescribe  such  a  limitation  of  the  issues  of 
Bank  Notes  as  would  secure  the  power  of  the  Bank  over  the 
foreign  exchanges.  He,  for  one,  confessed  that  this  alwayh 
appeared  to  him  a  very  unwise  position,  and,  for  this  reason,  that  it 
depended  so  much  on  circumstances,  when  to  say  there  was  an 

>  Hansard'B  ParUaticntary  Dtbates^  Vol.  XL.,  p.  676. 
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excees  or  not  of  drcnlatioii.  There  were  oceasiom  whm  what  wa$ 
eaUed  a  run  on  the  Bank  might  be  arrested  %n  its  injurious  effects  by 
an  increase  of  the  issues.  There  were  other  oocasions  when  sadi  a 
state  of  things  demanded  a  cnrtailment  In  the  year  1797,  when 
a  ran  was  made  on  the  Bank,  bat  when  the  Exchanges  were 
foyonrable,  and  the  price  of  gold  had  not  risen,  it  was  proved  that 
an  extension  of  issues  might  perhaps,  by  restoring  oonfidenoe, 
have  rendered  the  original  restriction  unnecessary,  and  prevented 
the  evil  results  ofiihe  existing  panic.  On  the  otiier  hand,  if  the 
run  was  the  effect  of  un£Eivourable  exchanges  and  the  oonseqnent 
rise  in  the  price  of  gold,  the  alarm  must  be  met  by  a  redaction  of 
the  issues.  It  was,  therefore,  impossible  to  prescribe  any  specific 
limitation  of  issues  to  be  brought  into  operation  at  any  pmiod  how 
remote  so  ever.  The  quantity  of  circulation  which  was  demanded 
in  a  time  of  confidence  varied  so  materially  finom  the  amount 
which  a  period  of  despondency  required,  that  the  House 
must  feel  Oie  absolute  incapability  of  fixing  on  any  droumscribed 
amountJ* 

14.  As  the  Act  which  was  passed  on  this  occasion  has  acquired 
great  celebrity,  and  has  been  much  misunderstood,  we  will  give  its 
chief  provisions.    It  was  the  Act,  Statute  1819,  c.  49. 

1.  "The  Acta  then  in  force  for  restraining  cash  payments 
should  be  continued  till  the  1st  May,  1823,  when  they  were  finally 
to  cease." 

2.  "  That,  on  and  after  the  Ist  February,  and  before  the  1st 
October,  1820,  the  Bank  of  England  should  be  bound,  on  any 
person  presenting  an  amount  of  their  notes,  not  less  than  of  the 
value  or  price  of  60  ounces,  to  pay  them  on  demand  at  the  rate 
of  £4  Is.  per  ounce,  in  standard  gold  bullion,  stamped  and 
assayed  at  the  Mint." 

3.  "  That  between  the  Ist  October,  1820,  and  the  1st  May, 
1821,  it  should  pay  in  a  similar  manner  in  gold  bullion  at  the  rate 
of  £3  19s.  Cd.  per  ounce." 

4.  "  That  between  the  1st  May,  1821,  and  1st  May,  1823, 
the  rate  of  the  gold  bullion  should  be  £3  17s.  10^  per 
ounce." 

5.  During  the  first  period  above  mentioned,  it  might  pay  in 
gold  bullion,  at  any  rate,  less  than  £4  Is.,  and  not  less  than 
£3  19s.  6d.  per  ounce ;  in  the  second  period,  at  any  rate,  less 
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than  £3  19b.  6d.^  and  not  less  than  £3  17s.  10^.^  upon  giying 
three  days'  notice  in  the  '^  Gassette/'  and  specifying  the  rate  ;  ba^ 
after  doing  so,  they  were  not  to  raise  it  again." 

6.  ^^  These  payments  wel'e  to  be  made  in  bars  or  ingots  of  the 
weight  of  60  oz.  each,  and  the  Bank  might  pay  any  fractional  sum 
less  than  40s.  above  that  in  the  legal  silver  coin.'' 

7.  **  The  trade  in  gold  bullion  and  coin  was  declared  entirely 
free  and  unrestrained." 

These  are  the  provisions  of  the  Act  which  \0i  so  often  been 
alluded  to  in  terms  of  the  greatest  praise,  or  the  greatest 
bitterness,  as  Peel's  Act  of  1819:  and  it  is  almost  universally 
supposed  that  the  resumption  of  cash  payments  was  forced  on  the 
Bank  by  this  Act.  This,  however,  is  a  most  profound  delusion. 
The  Act,  as  will  be  seen,  did  not  compel  payments  in  coin  till  the 
1st  May,  1823.  Until  that  time  the  Bank  was  directed  to  pay  its 
notes  in  ingots  of  gold  bullion ;  and  in  sums  of  not  less  than  60 
ounces  at  a  time:  and  at  a  rate  of  depreciation  which  gradually 
diminished. 

This  fantastic  scheme  was  a  project  of  Bicardo's;  and  whether 
it  was  ever  put  into  operation  we  have  no  means  of  knowing. 
But  it  is  absolutely  certain  that  it  had  nothing  to  do  with  the 
return  to  payments  in  coin.  The  accumulation  of  treasure  in  the 
Bank  became  so  rapid  in  1820,  that  early  in  1821  the  Directors 
felt  themselves  in  a  position  to  resume  payments  in  coin:  and  they 
obtained  an  Act  to  permit  them  to  do  so  on  the  1st  May,  1821^ 
instead  of  1823,  as  limited  by  Peel's  Act.  The  Government  had 
repaid  £10,000,000  of  the  debt  it  owed  the  Bank,  which  all  the 
witnesses  agr^  was  a  necessary  preliminary  to  enable  the 
Directors  to  contract  their  own  issues.  The  Act,  Statute  1821^ 
c.  26,  enacted  that  the  Bank  might  resume  payments  in  gold  coin 
on  the  1st  May,  1821.  That  persons  offered  to  be  paid  in  coin 
should  not  have  the  right  to  demand  ingots:  but  if  the  Bank  did 
not  offer  to  pay  in  coin,  the  right  to  demand  ingots  should 
continue.  The  last  impediment  to  the  export  of  bullion  were 
swept  away.  The  Bank  was  bound  to  exchange  their  larger  notes 
for  any  one  who  demanded  it,  but  they  had  the  option  of  paying 
in  £1  notes  or  gold. 

This  was  the  real  Act  under  which  payments  in  gold  coin  were 
resumed,  which  have  happily  never  since  been  interrupted.  And 
we  see  that  those  who  extravagantly  praise,  and   those   who 
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persiBtently  blame.  Peel's  Act^  are  equally  in  &nlt,  for  it  had 
absolutely  nothing  whatever  to  do  with  the  resumption  of  cash 
payments.  Mr.  Turner,  a  Director  of  the  Bank,  states — **  With 
regard  to  the  effect  of  Mr.  Peel's  bill  on  the  Bank  of  England,  I 
can  state  from  having  been  in  the  direction  during  the  last 
two  years,  that  it  has  been  altogether  a  dead  letter.  It  has 
neither  accelerated  nor  retarded  the  return  to  cash  payments.'' 

In  fact,  there  is  great  injustice  in  attributing  much  either  of 
the  praise  or  of  flte  blame  of  passing  this  Act  through  Parliam^t^ 
to  Peel.  The  legislature  was  solemnly  pledged  to  return  to  cash 
payments  while  he  was  yet  a  school-boy  in  the  junior  fonns  of 
Harrow.  There  does  not  appear  to  have  been  any  speaker 
fantastic  enough  to  propose  that  the  Bank  should  never  return  to 
cash  payments.  The  Bank  of  its  own  accord  commenoed  partially 
to  resume  cash  payments  in  1817,  and  would  have  succeeded  in  so 
doing,  if  it  had  not  so  perversely  rejected  the  principles  of  the 
Bullion  Report.  And  if  it  had  not  been  owing  to  circumstances 
which  disturbed  its  management  in  1818,  and  which  it  was 
incompetent  to  deal  with,  cash  payments  would  have  been  resumed 
while  Peel  was  still  in  that  unconverted  state  in  which  he  voted 
against  Homer's  resolutions  in  1811.  So  far  was  he  from 
converting  Parliament,  that  he  was  himself  one  of  the  latest 
converts,  and  the  ministry  conferred  great  honour  upon  him  by 
allowing  him,  while  yet  so  young,  to  take  such  a  prominent 
part,  and  be  the  mouth-piece  of  the  unanimous  determination  of 
the  Legislature. 

But  if  he  is  entitled  to  little  of  the  praise,  still  less  is  he  liable 
to  the  blame  which  has  been  heaped  upon  the  Act  by  a  number  of 
fanatical  writers  from  that  day  to  this,  who  have  most  egregionsly 
misrepresented  the  facts.  It  is  often  alleged  and  supposed  that 
while  the  Bank  Note  was  in  a  state  of  great  depreciation,  he,  by 
some  mysterious  influence,  induced  the  Legislature  to  pass  an  Act  to 
compel  the  Bank  to  resume  payments  at  once  in  full  weighted  coin. 
And  to  this  imaginary  circumstance  all  sorts  of  imaginary  evils 
have  been  attributed.  But  such  statements  are  absolutely  fiJse. 
The  great  restoration  of  the  Bank  Note  to  its  par  value  very 
nearly  took  place  in  1816,  and  was  caused  by  the  enormous 
destruction  of  the  country  bank  paper.  During  the  latter  months 
of  1816,  the  price  of  gold  was  £3  18s.  6d.,  which  shewed  that 
the  value  of  the  Note  was  19s.  10*2,  a  depreciation  which  was 
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almost  imperceptible ;  and  it  was  entirely  owing  to  the  mismanage^ 
ment  of  the  directors  that  the  depreciatdon  increased  during  1818. 
In  January,  1819,  the  price  of  gold  was  £4  Ss.,  and  the  value  of 
the  Note  ISs.  9*5.  However,  Peel's  Act  did  not  even  compel 
the  Bank  to  redeem  its  notes  in  gold  ingots  at  par.  Up  to 
October,  1820,  they  were  to  be  redeemed  at  the  rate  of  £4  Is.  per 
ounce;  or  the  vcJue  of  the  Note  was  198.  3*1;  after  that,  till 
1st  May,  1821,  the  price  of  gold  was  to  be  £8  19s.  6d.,  or  the 
value  of  the  Note  19s.  7d.;  and  even  after  that,  two  years  were  to 
elapse  before  they  were  to  be  payable  at  par  in  coin.  PeeFs  Act, 
therefore,  expressly  allowed  the  Bank  Notes  to  be  redeemed  at  the 
current  depreciation  of  the  day,  provided  they  were  demanded  in 
certain  quantities.  But  as  it  was  perfectly  within  the  power  of 
the  Bank  to  bring  them  to  par  if  they  chose  to  do  so,  the  Act  gave 
them  abundant  time  to  take  the  necessary  measures  to  efijace  the 
slight  depreciation  they  were  then  subject  to.  This  cautious 
policy  was,  however,  found  to  be  quite  unnecessary,  and  the  AlAl^ 
by  an  Act  of  their  own,  resumed  payment  in  coin  at  par  in  1821, 
two  years  before  they  were  obliged  to  do  so  by  Law.  Hence  the 
allegation  that  Peel's  Act  compelled  the  Bank  to  pay  oflT  their 
depreciated  Notes  at  par,  which  is  so  often  made,  is  utterly  untrue, 
and  it  is  highly  discreditable  that  it  should  be  so  often  repeated, 
even  in  these  days. 

15.  At  length,  in  1827,  the  light  penetrated  the  Bank  parlour. 
The  principles  of  the  Bullion  Report  were  acknowledged  to 
be  true,  and  professedly  adopted  by  the  Bank.  Mr.  Ward  stated 
in  1832  that  there  was  not  a  single  person  in  the  Bank  who  did 
not  admit  that  its  issues  should  be  regulated  by  the  foreign 
exchanges  and  the  bullion  market.  In  1819  the  Directors  had 
forwarded  a  resolution  to  the  House  of  Commons  denying  that 
the  exchanges  were  to  be  regarded  in  regulating  the  issues.  He 
himself,  from  being  connected  with  the  exchanges,  had  many 
opportunities  of  obsen^ing  its  practical  truth.  The  Bank  Di« 
rectors,  however,  were  not  convinced  of  it,  because  they  found 
in  practice  that  the  exchanges  did  not  follow  the  issues  of  the 
Bank.  But  the  truth  was  they  neglected  to  consider  the  issues 
of  the  country  banks  ;  and  it  was  only  in  1819  that  they  obtained 
a  correct  account  of  the  country  issues :  when  that  was  got,  it  was 
found  ^at,  taking  the  Bank  and  the  conntay  issues  together,  the 
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principle  was  qnite  correct.  The  obsenratioii  of  these  fads  had 
pradoally  convinoed  the  Directors;  and  in  1827  the  resolation 
of  the  Directors  in  1819  was  solemnly  expunged  from  their 
books. 

16.  The  tnith  of  the  principles  of  the  Bullion  Report  being 
acknowledged,  Mr.  Horsley  Palmer,  the  Goyemor  of  the  Bank, 
explained  to  a  Committee  of  the  House  of  Commons  how  the 
Bank  endeavonred  to  carry  them  into  effect.  He  said  that  in  a 
period  of  fiill  Currency,  and,  consequently,  with  a  par  of  exchange, 
the  Bank  considered  it  desirable  to  invest  two-thirds  of  its 
liabilities  of  all  sorts  in  interest  bearing  securities,  and  one-third 
in  bullion.  The  circulation  of  the  country  being  then  r^nlated 
by  the  action  of  the  foreign  exchanges,  the  Bank  was  extremely 
desirous  to  avoid  using  any  active  power  of  regulating  the 
circulation,  but  to  leave  that  entirely  in  the  hands  of  the  public. 
The  action  of  the  public  was  fully  sufficient  to  rectify  the 
exchanges  without  any  forced  action  on  the  part  of  the  Bank  in 
buying  or  selling  securities.  He  thought  it  desirable  to  keep  the 
securities  very  nearly  at  the  same  amount,  because  then  the  public 
could  always  act  for  themselves  in  returning  notes  for  bullion  for 
exportation  when  the  exchanges  were  unfavourable :  and  if  there 
was  a  great  influx  of  gold,  the  Bank  could  always  re-assume  its 
proportion  by  transferring  part  of  the  bullion  into  securities.  He 
considered  that  the  discount  of  private  paper  was  one  of  the 
worst  means  which  the  Bank  could  adopt  for  regulating  its 
notes,  as  it  tended  to  produce  a  very  prejudicial  extension  of 
their  issues. 

17.  In  the  debate  on  renewing  the  Bank  Charter  in  1833, 
Peel  gave  it  as  his  opinion  tliat  there  should  be  but  one  bank  of 
issue  in  the  metropolis,  in  order  that  it  might  be  enabled  to 
exercise  an  undivided  control  over  the  issue  of  paper,  cmd  give 
facilities  to  commerce  in  times  of  difficulty  and  alarm,  which  it 
could  not  give  with  the  same  effect  if  it  were  subject  to  the 
rivalry  of  another  establishment.  He  believed  that  the  effect  o( 
the  Usury  Laws  in  restricting  liberal  accommodation  in  time  of 
commercial  panic  was  most  injurious.  He  resisted  at  great  length 
the  proposal  to  make  Bank  of  England  notes  legal  tender  between 
private  persons,  as  a  departure  from  the  principle  of  the^  Act  of 
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1819,  and  ^m  the  trae  principles  which  should  govern  a  paper 
currency.  The  plan  of  mining  Bank  Notes  legal  tender 
gave  rise  to  a  long  debate,  bat  was  ultimately  carried  by  214 
to  156. 

Colonel  Torrens  strongly  condemned  the  principle  above  given, 
which  Mr.  Palmer  said  was  adopted  by  the  Bank  to  regulate  their 
issues.  He  said  that  the  present  Directors  freely  acknowledged 
that  their  predecessors  in  1796,  1812,  and  1819,  were  ignorant 
of  the  elementary  principles  of  money  and  currency,  and  caused 
by  their  mismanagement  ruinous  fluctuations  in  the  value  of 
property. 

18.  Peel  strongly  opposed  the  creation  of  another  bank  of 
issue  in  the  metropolis,  as  it  might  interfere  with  the  power  of  the 
Bank  of  England  to  give  accommodation  to  commerce  in  times  of 
panic.  But  at  this  time  there  was  nothiug  to  prevent  private 
bankers  issuing  bank  notes  in  London.  Up  till  1772  all  private 
bankers  in  London  had  done  so;  but  they  discontinued  issuing 
notes  after  the  panic  of  that  year:  but  there  was  no  law  to  prevent 
them  doing  so  till  the  Bank  Charter  Act  of  1844. 

But  at  this  time  a  new  kind  of  banks  was  founded  in  London, 
which  there  can  be  no  reason  to  doubt  will  ultimately  change  the 
whole  system  of  banking. 

When  the  Bank  of  England  was  founded  it  received  no 
monopoly  in  its  favour;  and  it  was  only  in  1697,  after  the 
disastrous  failure  of  the  Land  Bank  Scheme,  and  the  ruin  of 
public  credit,  that  the  Bank  was  enabled  to  obtain  a  monopoly. 
But  even  that  did  not  affect  the  common  law  right  to  establish 
such  institutions ;  it  only  said  that  no  rival  bank  should  be 
erected  or  maintained  by  Parliament.  None,  however,  were 
formed:  but  in  1708,  another  company  began  doing  banking 
business  by  issuing  notes.  The  Bank  then,  in  1709,  obtained  a 
clause  in  the  Act  of  that  year,  prohibiting  any  company  of  persons 
exceeding  six  in  number  from  "  borrowing,  owing,  or  taking  up 
money  on  their  bills  or  notes,  payable  to  bearer  on  demand,** 
which  was  the  meaning  attributed  to  the  word  banking  at  that 
time.  And  it  was  supposed  that  to  prohibit  persons  fit)m  owing 
money,  on  bills,  or  notes  payable  to  bearer  on  demand,  was  an 
effectual  bar  to  their  undertaking  the  business  of  banking..  And 
this  clause  was  effectual  for  a  considerable  time.    Bat  about  1740, 
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some  persona  devised  schemes  for  eyading  these  words.  In 
consequence  of  this,  the  Bank,  on  the  renewal  of  iheir  Charter  in 
1742,  obtained  a  prohibition  of  banking  companies  being  formed 
in  much  more  explicit  terms.  A  clause  in  the  Act,  Statute  1742, 
c.  13,  §  5,  says — '^  And  to  prevent  any  doubts  that  may  arise 
concerning  the  privilege  or  power  given  by  former  Acts  of 
Parliament  to  the  said  Governor  and  Ccnnpany  of  esecbuwi 
hanking,  and  also  in  regard  to  erecting  any  other  Bank  or  Banks 
by  Parliament,  or  restraining  other  persons  from  banking  daring 
the  continuance  of  the  said  privilege  granted  to  the  Goyemor  and 
Company  of  the  Bank  of  England,  as  before  recited,  it  is  hereby 
further  enacted  and  declared,  by  the  authority  aforesaid,  that  it  is 
the  true  intent  and  meaning  of  the  Act  that  no  other  Bank  shaD 
be  erected,  established,  or  allowed  by  Parliament,  and  that  it  diaU 
not  be  lawful  for  any  body,  politic  or  corporate,  whatsoever  erected, 
or  to  be  erected,  or  for  any  other  persons  whatsoever  united,  or  to 
be  united,  in  covenants  or  partnership,  exceeding  the  number  of 
six  persons,  in  that  part  of  Great  Britain  called  England,  to 
horroiv,  owe,  or  take  up  any  sum  or  sums  of  money  on  their  hUls 
or  notes  payable  at  demand,  or  at  any  less  time  than  «tr  months 
from  the  borrowing  thereof,  during  the  continuance  of  such  said 
privilege  to  the  said  Governor  and  Company,  who  are  hereby 
declared  to  be  and  remain  a  corporation  with  the  privilege  rf 
exclusive  banking,  as  before  recited." 

The«e  words  were  devised  with  the  utmost  care,  so  as  to  prevent 
any  other  rival,  in  the  most  comprehensive  manner  possible.  It 
was  supposed  that  no  legal  ingenuity  could  devise  an  expedient  to 
evade  so  extensive  a  prohibition.  And  for  very  many  years  it  did 
have  the  effect  of  preventing  any  other  joint  stock  bank  in 
England  being  founded.  But  alas  I  for  the  wit  of  lawyers !  At 
the  time  tliis  clause  was  framed,  all  bankers,  no  doubt,  issued 
notes.  But  we  have  seen  that  that  is  not  the  essence  of  banking. 
The  essence  of  banking  is  to  create  credit  ;  and  no  doubt  all  the 
early  bankers,  when  payment  of  this  credit  was  demanded  of  them 
preferred  to  offer  it  in  their  o^vn  notes  rather  than  in  coin.  But 
London  bankers,  after  the  experience  of  1772,  found  it  expedient 
to  discontinue  the  issue  of  notes,  and  to  confine  themselves  to 
cheques  and  payments  in  coin.  And  there  was  nothing  in  the 
words  of  the  monopoly  clauses  of  1709  and  1742  to  prevent  a 
joint  stock  bank  being  formed  to  carry  on  business  in  the  same 
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manner  as  the  London  bankers  did.  For  very  many  years, 
however,  this  escaped  observation.  But  aboat  1822  some  writers 
discovered  this  loophole  in  the  monopoly  clause,  and  maintained 
that  it  was  perfectly  lawful  to  form  joint  stock  banks  which  did 
not  issue  n6tes.  No  effect,  however,  followed  for  some  time  from 
this  discovery.  After  the  crisis  and  panic  of  1825>  an  Act  was 
passed  to  allow  joint  stock  banks  of  issue  at  a  distance  of  more 
than  65  miles  from  London.  But  in  1883  steps  were  taken  to  act 
upon  the  flaw  in  the  monopoly  clause,  and  form  a  joint  stock  bank 
in  London.  When  the  Government  first  entered  into  negotiations 
with  the  Bank  in  1833  concerning  the  terms  of  the  renewal  of  the 
Charter,  they  believed,  as  well  as  the  whole  mercantile  community, 
that  the  monopoly  forbade  banks  of  any  description  whatever, 
with  more  than  six  partners,  being  formed.  In  the  course  of  the 
negotiation,  however,  this  new  plan  was  brought  under  the  notice 
of  the  Grovernment,  who  took  the  opinion  of  their  law  officers 
upon  so  important  a  point.  The  opinion  of  the  Crown  lawyers 
was,  that  the  clause  did  not  prohibit  joint  stock  banks  of  deposit 
being  formed.  The  directors  and  proprietors  of  the  bank  were 
much  disturbed  at  finding  this  flaw  in  their  monopoly:  and 
requested  the  Grovemment  to  have  it  rectified;  but  Lord  Althorp 
said  that  the  bargain  was  that  their  privileges  should  not  be 
diminished,  but  he  would  not  agree  to  any  extension  of  them.  In 
order  to  remove  all  doubts  upon  the  subject,  the  solicitor-general 
brought  up  a  clause  by  way  of  rider,  declaring  the  right  to  form 
such  banks.  He  said  that  the  basis  of  the  contract  with  the 
Bank  was,  that  they  were  to  enjoy  whatever  monopoly  they  already 
possessed,  but  nothing  beyond  it.  He  had  examined  the  case 
with  the  utmost  care,  and  there  was  no  pretence  for  saying  that 
such  banks  were  an  encroachment  upon  the  monopoly  of  the 
Bank.  The  Bank,  as  originally  founded,  was  a  bank  of  issue,  and 
the  monopoly  first  granted  in  1697  must  be  held  to  refer  only  to 
banks  efusdem  generis.  Such  had  bjeen  the  uniform  language 
of  all  the  subsequent  Acts.  The  clause  upon  which  their 
monopoly  rested  was  strictly  confined  to  the  issue  of  paper  money. 
Banks  of  deposit  were  lawful  at  common  law,  and  it  rested  with 
those  who  said  it  was  forbidden,  to  point  out  the  Act  which 
prohibited  them. 

By  this  Act,  Statute  1833,  c.  98,  §  4,  Bank  Notes  are  made 
legal  tender  of  payments  for  all  sums  abot^e  £5,  by  all  persons 
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except  by  the  Bank  itself,  or  any  of  its  branches;  so  long  as  the 
the  Bank  pays  Us  notes  in  legal  coin  on  demand.  Hence  a  £5 
Bank  Note  is  not  legal  tender  for  a  debt  of  £5. 

One-fourth  of  the  debt  due  to  the  Bank  by  the  pnblic  was  to  be 
paid  off;  and  the  proprietors  might  reduce  the  capital  stock  of  the 
Bank  by  that  sum  if  they  pleased. 

In  the  following  year  the  first  joint  stock  bank  was  formed  in 
London  ;  and  thus  the  foundation  was  laid  of  a  new  syBtem, 
which  will,  no  doubt,  ultimately  transform  the  whole  system  of 
English  banking. 

19.  We  have  seen  that  the  Bank  professed  to  adopt  the 
principles  of  the  Bullion  Report,  and,  in  order  to  carry  them  out, 
their  plan  was  to  keep  their  '^  securities "  as  nearly  equal  as 
possible ;  their  cash  and  bullion  at  one  half  the  securities  ;  and, 
consequently,  equal  to  one-third  of  their  "  liabilities."  Having 
got  the  Bank  into  this  position  when  the  exchanges  were  at  par, 
to  throw  any  action  either  of  the  increase  or  decrease  of  their 
notes  on  tlie  public,  either  by  means  of  the  foreign  ezciianges,  or 
by  an  internal  extra  demand  for  gold.  The  Bank  was  got  into  an 
approach  to  this  normal  condition  in  October,  1833,  when  its 
"  liabilities,"  i,  e,,  its  notes  and  deposits,  were  £32,900,000;  the 
"  securities "  were  £24,200,000,  and  the  cash  and  bullion 
£10,900,000.  But  the  following  figures,  taken  at  intervals,  shew 
how  completely  their  practice  varied  from  their  Theory : — 

Liabilities. 
11th  March,  1834     . .     £31,372,000 

37,554,000 
31,058,000 
83,071,000 
29,417,000 

Thus  in  May,  1835,  the  specie  was  Uttle  more  than  a  fourth 
part  of  the  securities,  instead  of  one-half ;  and  only  one-fifth  of 
the  habilities,  instead  of  one-third. 

During  1836  and  1837,  there  was  a  severe  monetary  pressure 
owing  to  over-speculation  and  various  other  causes  which  we  need 
not  detail.  But  in  1838  the  Bank  was  got  again  into  its  normal 
position.  On  the  30th  March  its  habihties  were  £31,578,000 ; 
its  securities,  £21,046,000,  and  its  specie  £10,527,060.  But  about 
the  end  of  1838,  another  period  of  disorganisation  commenced,  as 
shewn  by  the  following  figures : — 


15th  July,  „ 

9th  Sept.,  „ 

13th  Jan.,  „ 

6th  May,  „ 


Securities. 

Specie. 

.    £24,777,000     .. 

£8,901,000 

.       31,735,000     . . 

8,298.000 

26,643,000     . . 

7.010,000 

.       29,165,000     . . 

6.608.000 

.       26,179,000     ., 

5,961,000 
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Liabilities.  Seearities.  Specie. 

18th  Dec,  1838  ..    £28,120,000  ..  £20.776.000     ..     £9,794,000 

16th  Jan.,  1839  . .       30,306,000  . .       24,629,000 

12th  Feb.,     „  ..       26,939,000  ..        22,628,000 

12th  Mar.,     „  ..       26,088,009  ..       22,173,000 

30th  ApL,      „  ..       26,476,000  ..        24,686,000 

14th  May,     „  ..       26,711,000  ..       24,098,000 

16th  July,     „  ..       28,860,000  ..       28,846,000 


8,336,000 
7,047,000 
6,680,000 
4,466.000 
4,117,000 
2,987,000 


The  Bank  then  seemed  suddenly  to  wake  to  the  fact  that  it  was 
rapidly  drifting  into  bankruptcy.  It  took  some  feeble  measures, 
whioh  had  no  effect ;  and  among  others  it  got  the  Bank  of  France 
to  discount  its  own  notes  to  the  amount  of  £600,000.  But  when 
its  notes  fell  due,  it  was  in  no  position  to  meet  them ;  and  oonse- 
quently  it  had  to  organise  measures  of  a  larger  nature.  A  credit 
on  Paris  was  created  in  its  favour  to  the  amount  of  £2,000,000, 
and  on  Hamburg  to  £900,000,  This,  after  some  time,  arrested 
the  drain  of  gold.  The  operations  ensuing  from  this  foreign 
credit  extended  over  nine  months,  from  July,  1839,  to  April,  1840. 

20.  The  figures  we  have  quoted,  shewing  the  proportions 
between  the  bullion  and  the  liabilities  of  the  Bank,  are  sufficient 
to  shew,  either  that  there  was  some  natural  impossibility  in 
adhering  to  the  rule  the  directors  had  laid  down  for  their 
guidance  in  1832,  or  that  they  had  not  sufficient  firmness  to 
contract  their  securities  in  time  of  pressure  to  maintain  it.  The 
flagrant  disproportion  which  these  figures  had  assumed,  which 
would  scarcely  be  safe  in  an  ordinary  banking  house,  but  which 
were  to  the  last  degree  perilous  in  the  Bank  of  England,  which 
was  known  to  be  the  last  resource  of  every  bank  in  the  kingdom 
in  times  of  difficulty,  turned  the  attention  of  writers  to  devise 
some  plan,  by  which,  if  possible,  the  Bank  should  be  compelled 
to  maintain  the  proper  proportions  between  bullion  and  liabilities. 
Colonel  Torrens  appears  to  have  been  the  originator  of  the  idea, 
which  was  eventually  adopted,  of  dividing  the  Bank  into  two 
distinct  departments,  independent  of  each  other ;  one  for  the 
purpose  of  issuing  a  regulated  amount  of  notes,  and  the  other  for 
carrying  on  the  business  of  banking.  This  plan  was  first  started 
in  1837,  and  was  much  canvassed  and  discussed  by  several 
eminent  writers  on  the  subject,  such  as  Mr.  Tooke,  Mr.  Norman, 
and  others;  and  we  shall  see  was  afterwards  one  of  the  most 
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prominent  features  in  Sir  Robert  Peel's  Act  of  1844.  The  great 
commercial  and  monetary  crisis  the  country  had  passed  tiiroagh, 
within  the  few  preceding  years,  attracted  mnch  public  attention, 
and  several  petitions  were  presented  to  Parliament ;  and  in  March, 
1840,  the  Government  determined  to  institute  an  inquiry  into  the 
whole  system  of  paper  issues.  On  the  10th  of  that  month  the 
Chancellor  of  the  Exchequer  moved  for  a  Committee  for  that 
purpose.  He  reminded  the  House  that  the  Bank  Charter  would 
terminate  in  1844,  and  he  thought  it  expedient  that  they  should 
not  postpone  inquiry  into  the  subject  till  the  last  mgment.  That 
whatever  might  be  the  difference  of  opinion  among  the  most 
intelligent  men,  as  to  what  part  of  the  difficulties  they  had  gone 
through  were  to  be  attributed  to  the  Bank  of  England,  or  other 
banks,  still  they  were  very  strongly  of  opinion  that  the  present 
system  required  revision  and  alteration.  Leaving  oat  of  con- 
sideration former  transactions,  the  difficulties  and  embarrassments 
which  the  country  had  gone  through,  within  the  last  few  yean, 
had  led  the  most  important  bodies,  and  the  largest  of  the 
manufacturing  towns,  to  make  complaints — ^in  calm  and  temperate 
language — and  to  express  an  anxiety  that  the  House  should 
institute  an  investigation  into  their  complaints,  and  endeavour  to 
provide  adequate  remedies.  The  chief  points  of  interest  connected 
with  the  report  and  evidence  are — 

1.  That  the  principle  propounded  in  1832  for  the  management 
of  the  Bank,  for  the  purpose  of  conforming  with  the  principles 
of  the  Bullion  Report,  was  totally  condemned. 

2.  The  great  modern  heresy,  that  Bills  of  Exchange  form  no 
part  of  the  Circulating  Medium,  or  Currency,  which  was  first 
asserted  before  a  Parliamentary  Committee  in  1832,  was  now 
maintained  by  a  great  majority  of  the  commercial  and  banking 
witnesses. 

8.  This  seems  to  have  been  the  first  adoption  by  mercantile 
men  of  the  theory,  which  is  the  reigning  banking  fallacy  of  the 
present  day,  which  is  now  known  by  the  name  of  the  "  Currency 
Principle,"  which  we  have  fully  explained  above. 

21.  The  incorrigible  mismanagement  of  the  Bank  of  England, 
and  the  ability  of  the  witnesses,  Mr.  Norman  and  Mr.  S.  J.  Loyd, 
now  Lord  Overstonc,  examined  before  the  Conmiittee  of  1840 
had  the  effect  of  converting  Sir  Robert  Peel  to  their  views;  and 
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being  in  power  in  1844,  when  the  Charter  of  1833  might  l)e 
terminated,  he  determined  to  reorganise  the  Bank  on  their 
principles. 

On  the  6th  May,  1844,  he  brought  in  a  resolution  to  continue, 
for  a  limited  time,  the  privileges  of  the  Bank  of  England.  He 
said^ — "  I  must  state,  at  the  outset,  that,  in  using  the  word  money, 
I  mean  to  designate  by  that  word  the  coin  of  the  realm,  and 
promissory  notes  payable  to  bearer  on  demand.  In  using  the 
words  paper  currency,  I  mean  only  such  promissory  notes.  I  do 
not  include  in  these  terms  bills  of  exchange,  or  drafts  on  bankers, 
or  other  forms  of  paper  credit.  There  is  a  natural  distinction,  in 
my  opinion,  between  the  character  of  a  promissory  note  payable  to 
bearer  on  demand,  and  other  forms  of  paper  credit,  and  between 
the  effects  which  they  respectively  produce  upon  the  price  of 
commodities,  and  upon  the  exchanges.  The  one  answers  all  the 
purposes  of  money,  passes  ^m  hand  to  hand  without  indorsement, 
without  examination,  if  there  be  no  suspicion  of  forgery;  and  it  is, 
in    fact,  what    its   designations  imply  it    to  be,  currency,  or 

circulating  medium I  think  experience  shews  that 

the  paper  currency,  that  is,  the  promissory  notes  payable  to  bearer 
on  demand,  stands  in  a  certain  relation  to  the  gold  coin  and 
the  foreign  exchange,  in  which  other  forms  of  paper  credit  do 
not  stand."  And  after  quoting  some  cases  of  the  derangement  of 
the  exchanges  from  the  Bullion  Report,  he  said — "In  all  these 
cases  the  action  has  been  on  that  part  of  the  paper  credit  of  the 
country  which  has  consisted  of  promissory  notes  payable  to  bearer 
on  demand.  There  has  been  no  interference  with  other  forms  of 
paper  credit,  nor  was  it  contended  then,  as  it  is  now  contended 
by  some,  that  promissory  notes  are  identical  in  their  nature  with 
bills  of  exchange,  and  with  cheques  on  bankers,  and  with 
deposits,  and  that  they  cannot  be  dealt  with  on  any  separate 
principle." 

Now  we  have  simply  to  refer  to  the  last  chapter,  where  we  have 
set  forth  the  judicial  exposition  of  the  meaning  of  the  word 
"  Currency,"  in  which  it  will  be  seen  that  Peel's  new  opinions 
were  an  innovation,  and  contrary  to  all  Law  and  Philosophy. 
But  that  does  not  affect  the  incorrectness  of  his  last  assertion, 
that  some  said  that  they  could  not  be  dealt  with  on  any  separate 
principle,  because  it  was  quite  possible  to  deal  with  them  separately. 

1  Uanaard,     Third  Serkt,  VU.  Si,  p.  270. 
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It  was  impossible  for  Peel  not  to  see  the  inconsistency  of  his 
measure  of  1844,  with  his  expressed  opinion  in  1819  and  1838, 
that  it  was  inexpedient  to  limit  the  issues  of  the  Bank  to  any  fixed 
amoimt  at  any  period,  however  remote,  because  there  were  times 
of  commercial  difficulty,  when  an  increased  issue  of  notes  might 
be  the  proper  remedy.  There  is  no  doctrine  more  strenuously  in- 
sisted on  by  the  Bullion  Report,  by  the  statesmen  of  1819,  as  well 
as  by  the  Government  in  1833,  and  Sir  Eobert  Peel  himself,  at 
both  these  periods,  than  that  it  was  impossible  to  fetter  the  dis- 
cretion of  the  Bank  in  its  issues.  Sir  Robert  Peel  knew  that  he 
was  now  taking  away  this  power  from  the  Bank  altogether,  and, 
accordingly,  he  was  obliged  to  meet  this  objection.     He  said  : — 

''  It  is  said  that  the  Bank  of  England  will  not  have  the  means 
which  it  has  heretofore  had  of  supporting  public  credit,  and  of 
affording  assistance  to  the  mercantile  world  in  times  of  com- 
mercial difficulty.  Now,  in  the  first  place,  the  means  of  support- 
ing credit  are  not  means  exclusively  possessed  by  banks.  All 
who  are  possessed  of  unemployed  capital,  whether  bankers  or  not, 
and  who  can  gain  an  adequate  return  by  the  advance  of  capital, 
are  enabled  to  afford,  and  do  afford,  that  aid  which  it  is  supposed 
by  some  that  banks  alone  are  enabled  to  afford.  In  the  second 
place,  it  may  be  a  question,  whether  there  be  any  permanent 
advantage  in  the  maintenance  of  public  or  private  credit,  unless  the 
means  of  maintaining  it  are  derived  from  the  bona  fide  advance  of 
capital,  and  not  from  a  temporary  increase  of  promissory  notes, 
issued  for  a  special  purpose.  Some  apprehend  that  the  proposed 
restriction  upon  issue  will  diminish  the  power  of  the  Bank  to  act 
with  energy  at  the  period  of  monetary  crisis  and  commercial  alarm 
and  derangement.  But  the  object  of  the  measure  is  to  prevent 
(so  far  as  legislation  can  prevent)  the  recurrence  of  those  evils 
from  which  we  suffered  in  1825,  1836,  and  1839.  It  is  better 
TO  PREVENT  THE  PAROXYSM  than  to  excitc  it,  and  trust  to  despe- 
rate remedies  for  the  means  of  recovery." 

Sir  Robert  Peel,  therefore,  deliberately  took  away  the  power  of 
the  Bank  to  act  in  extreme  occasions,  under  the  impression  that 
his  Act  would  prevent  those  extreme  occasions  from  arising.  We 
shall  see  how  this  hope  was  fulfilled. 

Sir  Charles  Wood  followed  Sir  Robert  Peel,  also  adopting  the 
**  Currency  Principle  " : — 

''  It  is  not  enough,  then,  to  enact  that  the  Bank  notes  shall  be 
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convertible.  The  paper  circulation  must  not  only  be  convertible, 
bat  must  vary  in  amount  ^m  time  to  time  as  a  metallic  circu- 
lation would  vary.  A  system,  therefore,  of  paper  circulation  is 
required,  which  will  attain  this  object,  and  insure  a  constant 
and  steady  regulation  of  the  issues  on  this  principle.  This,  and 
this  alone,  affords  a  permanent  security  for  the  practical  con- 
vertibility of  the  notes  at  all  times,  and  for  the  consequent  main- 
tenance of  the  standard." 

The  Bill  was  read  a  second  time,  after  a  feeble  opposition,  by 
a  majority  of  185  to  30.  It  passed  through  the  House  of  Lords 
with  a  very  short  debate,  and  no  division.  Lord  Radnor  alone  pro- 
tested against  it,  and  it  received  the  Royal  Assent  on  the  19th 
of  July,  1844. 

22.  The  chief  provisions  of  this  Act  are  as  follows  (Statute 
1844,  c.  32)  :— 

1.  That  after  the  31st  August,  1844,  the  issue  of  Bank  notes 
by  the  Bank  of  England  should  be  kept  wholly  distinct  from  the 
general  banking  business,  and  be  conducted  by  such  a  committee 
of  the  directors  as  the  Ck>urt  might  appoint,  under  the  name  of  the 
"  Issue  Department  of  the  Bank  of  England." 

2.  That  on  the  same  day,  the  €k)vemor  and  Company  should 
transfer,  appropriate,  and  set  apart,  to  the  issue  department  securi- 
ties to  the  value  of  £14,000,000,  of  which  the  debt  due  by  the 
public  to  the  Bank  was  to  be  a  part ;  and  also  so  much  of  the 
gold  coin  and  gold  and  silver  bullion  as  should  not  be  required 
for  the  banking  department.  The  issue  department  was  then  to 
deliver  over  to  the  banking  department  an  amount  of  notes  exactly 
equal  to  the  securities,  coin,  and  bullion,  so  deposited  with  them. 
The  Bank  was  then  forbidden  to  increase  the  amount  of  securities 
in  the  issue  department ;  but  it  might  diminish  them  as  much  as 
it  pleased,  and  increase  them  again  to  the  limit  defined,  but  no 
further.  The  banking  department  was  forbidden  to  issue  notes 
to  any  person  whatever,  except  in  exchange  for  other  notes,  or 
such  as  they  received  from  the  issue  department  in  terms  of  the 
Act. 

3.  The  proportion  of  silver  bullion,  in  the  issue  department,  on 
which  notes  were  to  be  issued,  was  not  at  any  time  to  exceed  one- 
fourth  part  of  the  gold  coin  and  bullion  held  at  the  time  by  the 
issue  department. 
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4.  All  personA  whatever,  from  the  Slst  Angogt,  1844,  were  to 
be  entitled  to  demand  Bank  notes  in  exchange  for  standard  gold 
bnllion  at  the  rate  of  £«S  178.  9d.  per  onnoe. 

5.  If  any  banker  who,  on  the  6th  Haj,  1844,  was  iBsning  his 
own  notes,  should  cease  to  do  so,  it  shonld  be  lawfal  for  the 
Crown,  in  Council,  to  authorise  the  Bank  to  increase  the  amoant 
of  securities  in  the  issue  department  to  any  amount  not  exceeding 
two-thirds  of  the  amount  of  notes  withdrawn  from  drcolation. 

6.  Weekly  accounts  in  a  specified  form  were  to  be  transmitted 
to  Government  and  published  in  the  next  London  Oazetie. 

7.  From  the  same  date  the  Bank  was  relieved  i¥om  all  stamp 
duty  on  their  notes. 

8.  The  annual  sum  payable  by  the  Bank  for  their  exclusive 
privileges  should  be  increased  from  £120,000,  as  settled  in  1883, 
to  £  180,000.  And  all  profits  derived  from  the  Bank  by  the  increase 
of  their  issues  above  the  £14,000,000,  as  prescribed  by  the  Act, 
shall  go  to  the  public. 

9.  After  the  passing  of  the  Act,  no  person  other  than  a  banker 
who  was  lawfully  issuing  his  own  notes  on  the  6th  May,  1844, 
should  issue  bank  notes  in  any  part  of  the  United  Kingdom. 

10.  After  the  passing  of  the  Act,  it  was  forbidden  to  any 
banker  to  draw,  accept,  make,  or  issue,  in  England  or  Wales,  any 
bill  of  exchange,  or  promissory  note,  or  engagement  for  the  pay- 
ment of  money  payable  to  bearer  on  demand,  or  to  borrow,  owe, 
or  take  up  in  England  or  Wales,  any  sum  or  sums  of  money,  on 
the  bills  or  notes  of  such  banker,  payable  to  bearer  on  demand, 
except  such  bankers  as  were  on  the  6th  May,  1844,  issuing  their 
own  Bank  notes,  who  were  allowed  to  continue  their  issues  in 
such  manner,  and  to  such  extent  as  afterwards  provided.  The 
rights  of  any  existing  firm  were  not  to  be  affected  by  the  with- 
drawal, change,  or  addition  to  any  partner,  provided  the  whole 
number  did  not  exceed  six  persons. 

11.  Any  banker  who  ceased  to  issue  his  own  notes  fix)m  any 
reason  whatever,  after  the  Act,  was  not  to  resume  such  issues. 

12.  All  existing  Banks  of  issue  were  forthwith  to  certify  to 
the  commissioners  of  stamps  and  taxes,  the  place,  the  name,  and 
the  firm,  at  and  under  which  they  issued  notes  during  the  twelve 
weeks  next  preceding  the  27th  April,  1844.  The  commissioners 
were  then  to  ascertain  the  average  amount  of  each  bank's  issues, 
and  it  should  be  lawful  for  such  banker  to  continue  his  issues  to 
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that  amount^  provided  that  on  an  average  of  fonr  weeks  they 
were  not  to  exceed  the  average  so  ascertained. 

13.  If  any  two  or  more  banks  of  issue  had  become  united 
during  that  twelve  weeks,  the  united  bank  might  issue  notes  to 
the  aggregate  amount  of  each  separate  bank. 

14.  The  commissioners  were  to  issue  in  the  London  Oazetts  a 
statement  of  the  authorised  issues  of  each  bank. 

15.  If  two  or  more  banks  afterwards  became  united,  each  of 
less  than  six  partners,  then  the  commissioners  might  authorise 
them  to  issue  notes  to  the  amount  of  their  separate  issues.  But 
if  the  number  of  the  united  bank  exceeded  six,  their  privilege 
of  issuing  notes  was  to  cease. 

16.  If  any  banker  exceeded  his  authorised  issue  he  was  to 
forfeit  the  excess. 

17.  Every  bank  of  issue  was  to  send  a  weekly  account  of  its 
issues,  which  was  to  be  published  in  the  London  Oazette. 

18.  The  mode  of  taking  the  average  was  laid  down,  and 
bankers  were  to  permit  their  books  of  accounts  to  be  inspected 
by  a  Government  ofScer  properly  appointed,  and  to  make  a 
return  to  Government  once  every  year,  within  the  first  fortnight 
in  January. 

19.  The  Bank  of  England  was  allowed  to  compound  with 
private  banks  of  issue,  to  withdraw  their  notes,  and  issue 
Bank  of  England  notes,  for  a  sum  not  exceeding  one  per  cent, 
per  annum,  up  to  the  1st  August,  1856. 

20.  All  banks  whatever  in  London,  or  within  65  miles  of  it> 
were  allowed  after  the  passing  of  the  Act,  to  draw,  accept,  or 
indorse  bills  of  exchange,  not  being  payable  to  bearer  on  demand. 

21.  The  privileges  of  the  Bank  were  to  continue  tiU  twelve 
months'  notice,  to  be  given  after  the  Ist  August,  1855;  and 
repayment  of  the  public  debts,  and  all  other  debts  whatever. 

28.  Since  the  Act  was  passed,  several  private  bankers  have 
ceased  from  business  ;  and  in  terms  of  the  Act  the  Bank's  power 
of  issuing  Notes  on  securities  has  been  increased  to  £15,000,000. 
Consequently  its  total  power  of  issuing  Notes  is  now  limited  to 
£15,000,000  plus  the  amount  of  bullion  held  by  the  issue 
department. 

It  was  supposed  that  these  provisions  ensured  that  the  quantity 
of  notes  in  circulation,  t.  e.,  in  the  Jiands  of  the  public,  would  be 
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exactly  equal  to  what  a  metallic  Currency  would  have  been,  and 
that  the  outflow  of  bullion  would  by  its  own  natural  operation, 
have  the  mechanical  effect  of  withdrawing  Notes  from  the  pablic 
to  an  equal  amount.  Having  made  these  provisions,  the  framers 
of  the  Act  supposed  that  they  had  taken  out  of  the  hands  of  the 
Bank  all  power  of  mismanaging  the  Currency,  and  that  they 
might  manage  the  banking  department  at  their  own  discretion. 

To  say  that  the  amount  of  Notes  should  only  be  equal  to  what 
a  metallic  Currency  would  have  been,  is  a  very  intelligible  pro- 
position ;  and,  as  we  have  observed,  several  banks  have  been 
constructed  on  that  principle.  But  no  bank  constructed  on  this 
principle  ever  did,  or  by  any  possibility  could  do,  banking  business 
for  profit.  These  banks  were  pure  banks  of  deposit :  they  did  no 
discount  business  whatever :  and  if  the  Bank  of  England  were 
forbidden  to  discount,  there  is  no  reason  why  it  should  not  be 
reconstructed  on  this  principle. 

But  if  the  framers  of  the  Act  of  1844  really  believed  that  this 
Act  carried  out  this  theory  into  practice,  no  set  of  men  ever 
committed  a  more  manifest  error.  It  is  quite  evident  that  the 
£15,000,000  of  notes  issued  against  public  debt  and  securities 
are  in  direct  \iolation  of  the  "Currency  Principle."  How  did 
the  Bank  obtain  these  securities?  By  purchase.  Now,  the 
purchase-money  of  these  securities  is  in  circulation,  and  the  notes 
created  on  their  security  as  ivelL  Is  it  not  clear  that  these  15 
millions  of  notes  are  an  augmentation  of  currency  to  that 
amount  ?  If  it  be  true  that  these  15  millions  of  notes  are  not 
a  violation  of  the  Currency  Principle,  then  the  very  same  argu- 
ment would  shew  that  the  whole  National  Debt  might  be  coined 
into  notes,  and  then  there  would  be  no  more  paper  in  circulation 
than  under  a  purely  metallic  currency  ! ! 

It  is  quite  clear  that  this  is  pure  and  simple  Lawism  ;  and,  if 
we  may  coin  the  funds  into  money,  we  may  just  as  well  coin  the 
land  into  money  ;  and  then  where  should  we  be  ? 

24.  Certainly,  it  is  an  excellent  plan  for  every  one  to  buy  the 
funds  with  their  cash,  and  then  to  be  allowed  to  have  it,  too,  in 
the  form  of  notes.  At  all  events,  so  long  as  this  is  permitted, 
let  no  one  laugh  at  John  Law. 

But  even  this  does  not  shew  the  full  extent  of  the  error  of 
those  who  think  that  the  Bank  Act  of  1844  enforces  the  "Currency 
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Principle."  The  banking  department  of  the  Bank  doerbnainess 
like  any  other  bank.  That  is^  it  parchases  or  discounts  biUs  of 
exchange  in  the  first  instance,  by  creating  -Credit  in  its  books ; 
that  is,  it  increases  its  liability  in  another  form  besides  notes. 
This  Credit  is  equally  in  excess  of  the  metallic  Currency.  The 
reserve  of  notes  and  gold  being  the  basis  of  the  Bank's  power 
of  creating  credit,  of  course,  they  must  use  their  own  judgment 
as  to  how  far  they  may  safely  extend  this,  just  as  every  other 
banker  does.  But  any  one  who  examines  the  Bank's  returns 
will  perceive  that  its  liabilities  payable  on  demand  exceed  its 
notes  in  reserve  and  gold  many  times. 

Therefore,  it  is  quite  clear  that  those  who  seriously  maintain 
that  the  Bank  Act  really  carries  out  the  "  Currency  Principle," 
must  maintain  this  proposition : — 

Twice  15  millions  +  an  indefi-      )  ,r     -n- 

nite  number  of  miUions  \     =  ^^  °''^^°^- 

It  has  been  shewn  that  in  Banks  constructed  on  the  "  Currency 
Principle,"  the  Credit  created  is  always  exactly  equal  in  quantity 
to  the  money  deposited  and  kept  in  the  Bank.  But  how  does  this 
matter  stand  with  the  Bank  of  England?  Let  us  test  this 
principle  by  any  one  of  its  published  returns  taken  at  random. 
On  the  27th  March,  1973,  it  appears  that  the  Credit  created 
by  the  Bank  amounted  to  £61,021,187,  and  the  specie  held 
by  the  Bank  amounted  to  £28,886,372,  or  about  2*6  to  1.  If, 
therefore,  it  be  maintained  that  the  Bank  is  constructed  on 
the  "  Currency  Principle,"  it  must  also  be  maintained  that  2*6  are 
equal  to  i: 

As  a  matter  of  pure  arithmetic,  therefore,  it  is  perfectly 
manifest  that  the  Bank  Act  completely  fails  to  carry  out  the 
"  Principle "  it  was  intended  to  enforce.  In  feet,  the  framers  of 
the  Bank  Act  had  a  Theory,  and  they  passed  an  Act;  but  they 
never  took  the  slightest  pains  to  ascertain  whether  the  Act 
corresponds  with  the  Theory. 

Now,  we  say  nothing  here  as  to  the  correctness,  or  the 
contrary,  of  the  **  Currency  Principle,"  or  as  to  the  expediency 
of  carrying  it  out;  but  to  suppose  that  the  Bank  Act  does  really 
carry  it  out  is  simply  one  of  the  most  astonishing  delusions  that 
ever  deceived  the  public  mind.  Truly  says  Bastiat — "  To  be  the 
dupe  of  another  is  not  very  pleasant;  but  to  employ  a  vast 
apparatus  to  dupe  oneself,  to  dupe  oneself  doubly,  and  m  a  Hmple 
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matier  of  arithmetic,  is  well  calculated  to  abate  a  little  one's  pride 
in  this  enlightened  age." 

Every  banker  whatever  who  discounts  a  bill  of  exchange, 
violates  the  "  Currency  Principle.  There  is  no  mode  whatever  of 
carrying  out  the  "  Currency  Principle  "  but  by  abolisliing  discount 
banking  altogether;  the  banks  constructed  on  this  principle  did  no 
discount  business. 

25.  Lord  Overstone,  in  his  evidence  before  the  Committee  of 
the  House  of  Commons,  said  that  it  was  a  fundamental  vice  of  the 
principle  devised  by  the  Directors  in  1882,  to  carry  out  the 
doctrines  of  the  Bullion  Beport,  that  the  gold  might  all  leave  the 
country  without  causing  any  diminution  of  ^e  amount  of  Xotes  in 
the  hands  of  the  public:  and  we  have  seen  that  this  assertion  was 
completely  verified  in  1839. 

It  was,  therefore,  expressly  declared  that  it  was  the  purpose  of 
the  Act  to  cause  a  withdrawal  of  Bank  Notes  from  circulation, 
f,  e.ffrom  the  public,  exactly  equal  in  quantity  to  the  gold  with- 
drawn from  the  Bank — in  strict  accordance  with  the  "  Currency 
Principle : "  and  it  was  supposed  that  if  the  Directors  neglected 
this  duty,  the  ^'Mechanical''  action  of  the  Act  would  compel 
them  to  fulfil  it.  It  is  now  to  be  shewn  how  this  expectation  was 
fulfilled. 

No  occasion  arose  for  testing  the  powers  of  the  Act  till  April, 
1847.  The  well  known  disasters  of  1846  caused  a  steady  drain  of 
bullion  from  the  Bank  to  commence  in  September,  1846.  But 
the  Bank  made  no  alteration  in  the  ^te  of  discount  till  January, 
1847,  when  the  bullion  was  below  14  millions,  when  it  raised  it  to 
8^.  Having  lost  another  million  in  a  fortnight,  it  raised  discount 
to  4  per  cent.  But  it  made  no  alteration  till  it  had  lost  three 
millions  more,  and  then  it  raised  discount  to  5  percent  Here  we 
have  exactly  the  same  inveterate  error  committed  by  the  Bank  as 
on  so  many  previous  occasions — an  immense  drain  of  bullion,  and 
yet  none  but  the  most  feeble,  inefScient,  and  puerile  means  taken 
by  the  Bank  to  stop  it.  But  this  pressure  is  an  excellent  example 
to  test  the  alleged  '^  mechanical "  action  of  the  Act.  We  shall 
now  see,  1st,  How  the  Bank  was  inclined  to  act  on  the  principle; 
and  2ndly,  Supposing  they  were* disinclined  to  do  so,  how  far  the 
Act,  by  its  self-acting  principles,  could  compel  them  to  do  ao. 
The  following  figures  speak  for  themselves : — 
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1846. 


Angnet  29 
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November  7 
December  19 

1847. 

January  9 
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February  20 
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England. 
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6,716,000 
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14,760,000 
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Of 
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8 

II 
If 
It 


It 
84 

4 

ft 

4 

tt 
It 
6 


26.  These  figares  shew  the  utter  futility  of  the  idea  that,  as 
the  bullion  diminishes,  the  Act  could  compel  a  reduction  of  notes 
in  the  hands  of  the  public,  for  the  notes  in  circulation  were  within 
an  insignificant  trifle  as  large  in  amount  when  the  bullion  was 
only  £9,867,000,  as  when  it  was  £16,866,000.  Consequently, 
nothing  could  be  a  more  total  and  complete  failure  of  the  Act  of 
1844,  on  the  veiy  first  occasion  its  services  were  required;  audit 
was  manifestly  proved  that  the  Act  provided  no  effectual  check 
against  mismanagement  on  the  part  of  the  Bank. 

Whence  did  this  failure  arise  ?  From  this  very  simple  circum- 
stance. The  framers  of  the  Act  supposed  that  there  is  only  one 
way  of  extracting  gold  from  the  Bank,  namely,  by  means  of  its 
Notes :  and  that  if  people  want  gold  they  must  bring  in  Notes, 
and,  consequently,  as  the  gold  comes  out.  Notes  must  go  in. 

But,  as  a  matter  of  simple  banking  business,  there  are  Two 
methods  of  extracting  gold  from  the  Bank — namely,  by  Notes  and 
Cheques.  Those  persons  who  have  Credit  in  its  books  may  go 
and  present  Cheques,  and  thus  draw  out  every  ounce  of  gold  from 
the  banking  department,  without  a  single  Bank  Note  being  with- 
drawn from  the  public. 

In  fact,  instead  of  withdrawing  the  notes  from  the  public,  as 
was  intended  by  the  Act,  the  Directors  threw  the  whole  eflTect  of 
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the  drain  of  gold  on  their  own  reserves.  And  that  happened  in 
this  way.  The  public  has  two  methods  of  drawing  gold  from  the 
banking  department,  namely,  by  Notes  and  Cheqaes;  but  the 
banking  department  has  only  one  method  of  drawing  gold  from  the 
issue  department,  namely,  its  Notes  in  reserve.  And  when  the 
Bank  felt  a  drain  on  its  banking  department  for  gold,  it  had  to 
replenish  it  by  obtaining  a  fresh  supply  from  the  issue  department, 
at  the  same  time  giving  up  an  exactly  equal  amount  of  Notes. 
And  thus  the  whole  drain  fell  on  its  own  reserves. 

No  legislation  can  prevent  this  power  of  extracting  gold  from 
the  Bank  by  means  of  Cheques.  And  thus  is  explained  the 
complete  failure  of  the  ^*  Mechanical  '*  action  of  the  Act  to  compel 
the  Directors  to  carry  out  the  "Currency  Principle."  The 
Directors  were  able  to  commit,  and  actually  did  commit,  the  very 
same  error  as  they  had  done  before  the  Act — ^which  Lord  Over- 
stone  had  truly  said  was  the  fundamental  vice  of  the  Bank 
principle  of  1832 — and  it  was  powerless  to  prevent  them. 

And  this  simple  fact  completely  upsets  the  whole  theory  of 
the  Act. 

The  fact  is  there  are  hvo  leaks  to  the  ship.  The  frumers  of 
the  Act  could  only  perceive  one ;  and  they  only  provided  against 
one:  and  they  were  utterly  astonished  to  find  the  ship  rapidly 
sinking  frx)m  the  other  leak  they  had  forgotten ! 

27.  Now  as  the  Act  notoriously  and  manifestly  foiled  in  this 
most  important  point,  which  was  fully  and  candidly  admitted  by 
Sir  Robert  Peel,  it  becomes  a  natural  inquiry  to  ask  why  it  failed 
on  the  very  point,  which  it  was  supposed  it  had  rendered  so 
secure.  We  reply  to  this  that  the  Act  failed  because  it  aimed  at 
the  tvrong  mark  altogether.  It  wholly  missed  tim  true  point  in 
the  case. 

In  former  times  it  was  a  mercantile  dogma  that  the  Exchanges 
could  only  be  against  the  country  in  consequence  of  its  being 
indebted  to  other  countries.  Nothing  can  be  more  striking  than 
the  vicious  circle  in  which  the  Commercial  witnesses  argued 
before  the  Bullion  Committee  of  1810.  They  maintained  with 
unflinching  perseverance  that  the  Exchanges  could  only  be  adverset 
because  the  country  was  indebted:  and  as  the  Exchanges  were 
adverse,  they  maintained  that  the  country  must  be  indebted 
(without  the  slightest  inquiry  into  the  fact)  because  the  exchanges 
were  adverse. 


f  26. 27.]     BANK  CHARTER  ACT  OP  1844.        479 

However^  the  Bullion  Committee  completely  disproved  this 
Coimnercial  dogma;  and  they  demonstrated  beyond  ^pnte,  that 
the  depreciated  paper  corrency  was  the  cause  of  the  exchanges 
being  apparently  adverse;  bnt  that  when  this  depreciated  paper 
currency  was  reduced  to  its  true  value  in  gold^  the  Exchanges 
were  in  reality  in  favour  of  the  country. 

The  Commercial  witnesses  maintained  tiiAt  when  the  indebtedness 
was  paid  off^  the  drain  of  bullion  would  cease  of  itself.  But  the 
Bullion  Committee  proved  that  with  a  paper  currency  so  depre- 
dated as  Bank  Notes  then  were^  the  drain  would  not  cease  until 
all  the  specie  in  circulation,  had  left  the  country,  which  was  amply 
verified. 

The  Bullion  Committee  thus  shewed  that  there  are  ttao  causes 
of  a  drain  of  bullion — Ist,  the  indebtedness  of  the  country;  2nd9 
a  depreciated  paper  currency. 

But  in  our  Theory  and  Practice  of  Banking,  we  shewed  that 
there  is  thibd  cause  of  a  drain  of  bullion,  and  an  adverse 
exchange,  which,  however,  it  might  be  known  among  commercial 
men  had  never  yet,  that  we  have  seen,  found  its  way  into  any 
commercial  book  whatever,  and  most  certainly  had  never  been 
brought  forward  prominently  before  the  public  in  Currency 
discussions,  as  a  cause  of  an  adverse  Exchange,  wholly  irrespective 
of  any  indebtedness  of  the  country,  or  of  the  state  of  the  Piqper 
Currency. 

The  Principle  is  this — 

T?uU  when  the  Rate  of  Discmmt  between  any  two  places  differs 
by  more  than  sufficient  to  pay  the  cost  of  transmitting  bullion  from 
one  place  to  t?ie  other,  bullion  will  flow  from  where  discount  is  lower 
to  where  it  is  higher. 

The  old  mercantile  dogma  was  that  Bills  of  Exchange  can 
only  be  created  to  represent  debts  arising  from  the  sale  of  mer- 
chandise :  and  if  there  are  no  debts,  there  will  be  no  bills  created : 
and  that  when  bills  are  paid,  no  more  bullion  will  go. 

But,  suppose  (the  state  of  Credit  at  both  places  being  assumed 
to  be  equally  secure)  that  the  Rate  of  Discount  at  London  was 
2  per  cent.,  while  the  B^te  at  Paris  was  8  per  cent.,  we  shewed 
that  bullion  dealers  would  fabricate  bills — ^not  based  upon  any 
previous  debts,  or  any  mercantile  transaction  whatever — ^but 
simply  for  the  sake  of  being  discounted ;  that  is,  for  the  purpose 
of  buying  gold  in  London  at  2  per  cent.,  and  selling  it  in  Paris 
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at  8  per  oent.,  and  this  operation  will  infiyiibly  go  on,  and  the 
drain  of  bullion  will  not  ceaae  until  the  Rates  of  Diaooont  are 
80  nearly  equalised  as  to  destroy  the  profits  to  be  made  by 
fiibricating  bills.  Hence,  if  soch  a  state  of  thingSy  as  is  jnst 
mppoeed,  arises,  the  Bank  mnst,  as  an  indispensable  measure 
to  preserve  its  own  security,  raise  its  Rate  of  Discount  so  as  to 
destroy  tiiese  profits,  and  so  arrest  the  drain  whidi  is  exdusiyely 
caused  by  the  difference  of  the  Rates  in  the  two  places. 

Now,  this  practice  causes  no  increase  of  Bank  notes  in  circula- 
tion ;  on  the  contraiy,  they  are  not  wanted :  it  is  gold  that  is 
demanded  and  taken  for  export,  and  it  steals  out  of  the  country 
noiselessly  and  unobserved.  Also,  if  bankers  in  this  country  will 
perversely  maintain  the  rate  of  discount  lower  here  than  in 
neighbouring  countries,  and,  therefore,  lower  than  the  natural 
rate,  persons  in  foreign  countries  send  their  debts  or  securities 
over  here  for  sale,  and  the  proceeds  are  remitted  abroad.  Conse- 
quently this  practice  causes  an  export  of  gold  without  diminishing 
the  notd  in  circulation.  Of  all  species  of  prc^rty,  debts  are  the 
most  easily  transportable.  The  charges  even  on  the  transmission 
of  gold  are  heavy  compared  to  those  on  the  transmission  of  debts. 
Debts  to  any  amount  can  be  transmitted  from  one  country  to 
another  at  the  mere  expense  of  the  postage.  Consequently,  if  the 
Americans  can  only  get  £85  per  cent,  for  their  debts  in  their  own 
country,  and  they  can  get  £96  per  cent,  in  Eugland,  of  course, 
they  will  send  them  here  in  vast  quantities  for  realisation.  This 
was  eminently  and  notoriously  the  case  in  1839,  when  the  Bank 
of  England  kept  its  rate  so  perversely  below  the  natural  rate,  and 
it  was  the  cause  that  aggravated  the  drain  of  bullion  to  so 
alarming  an  extent.  Hence  we  have  shewn  that  beyond  the 
causes  universally  known  for  an  export  of  specie,  namely,  pay- 
ments of  genuine  debts,  there  is  another  and  most  potent  cause, 
whose  importance  has  only  recently  been  suflSciently  recognised — 
namely,  an  unnatural  depression  of  the  rate  of  discount,  below 
that  of  neighbouring  countries. 

Now,  this  principle  was  certainly  not  generally  understood  at 
the  time  the  Bank  Act  of  1844  was  passed  ;  and  in  our  work  on 
Banking  (1856)  we  stated  this  as  a  fundamental  principle -in 
the  Currency —  . 

"  An  improperly  low  Rate  of  Discotoit,  is  in  its  practical  effects^ 
a  depreciation  of  the  Currency'^ 
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We  therefore  shewed  that  the  only  trae  method  of  striking  at 
this  demand  for  gold  is  by  raising  the  Rate  of  Disoount,  and 
that  the  true  great  power  of  governing  and  controlling  the  Paper 
Currency,  or  Credit,  is  by  carefully  adjusting  the  Rate  op 
Discount  to  the  state  of  the  For^gn  Exchanges,  and  the 

STATE  OF  THE  BULLION  IN  THE  BaNE. 

Now,  the  weak  point  in  the  Act  of  1844,  is  that  it  takes  no 
notice  of  this  grand  principle,  it  takes  no  precaution  that  the 
Directors  of  the  Bank  of  England  shall  recognise  it,  and  counteract 
it.  On  the  contrary,  it  leaves  them  in  full  power  to  repeat  their 
oft-committed  error  of  causing  a  depreciation  of  the  Currency, 
from  an  unnaturally  low  rate  of  discount. 

This  principle  was  extremely  ill  understood  in  1856,  when  our 
work  was  published,  and  was  very  unpopular;  but  its  truth  was 
soon  signally  verified,  and  acknowledged  to  be  true  by  the  most 
competent  authorities.  After  the  great  crisis  of  1857,  a  Com- 
mittee of  the  House  of  Commons  was  appointed  to  investigate  its 
causes,  and  Mr.  G.  W.  Norman,  a  Director  of  the  Bank  of 
England,  and  one  of  the  most  prominent  and  distinguished 
advocates  of  the  "  Currency  Principle,"  and  of  the  Bank  Act  of 
1844,  was  asked — Q.  3529.  "  Is  it  not  principally  by  raising  the 
rate  of  interest  that  you  check  the  amount  of  discounts  which 
may  be  demanded  of  you? — Yes;  we  have  found,  contrary  to  what 
would  have  been  a?iticipated,  that  the  power  we  possess,  and  which 
we  exercise,  of  raising  the  rate  of  discount,  keeps  the  demand 
upon  us  within  manageable  dimensions.  There  are  other  restric- 
tions which  are  less  important.  The  rate  we  charge  for  our 
discounts  we  find,  in  general,  is  a  sufficient  check '^ 

In  1861,  Mr.  Goschen  published  his  Theory  of  the  Foreign 
Exchanges,  in  it  he  says — 

"  The  efficacy  of  that  corrective  of  an  unfavourable  state  of  the 
Exclianges,  on  which  we  have  been  dilating  (t.  e,,  raising  the  rate 
of  discount)  has  been  most  thoroughly  test^  by  late  events. 
Every  advance  in  the  Bank  rate  of  discount  has  been  followed  by 
a  turn  of  the  Exchanges  in  favour  of  England,  and  vice  versd,  as 
soon  as  the  rate  of  interest  was  lowered,  the  Exchanges  became 
less  favourable." 

This  is  now  the  acknowledged  principle  upon  which  the  Bank 
of  England  is  managed;  and  after  our  work  was  published  in 
1856,  the  Usury  Laws  in  France  were  modified  in  order  to  enable 
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the  Bank  of  Prance  to  adopt  it,  and,  in  fact,  it  is  now  universally 
adopted  by  every  bank  in  tie  world. 

In  fonner  times,  when  the  only  commnnication  between  different 
conntries  was  by  means  of  sailing  ships  and  common  roads,  and 
therefore  very  slow,  expensive,  and  uncertain,  this  principle, 
though  actually  true,  could  seldom  be  called  into  action,  because 
the  cost  and  delay  of  the  transport  of  gold  would  far  exceed  any 
profit  to  be  made  in  the  difference  of  the  Rates  of  Discount,  in 
quiet  times.  It  was  like  some  mechanical  force,  which  actually 
exists,  but  which  is  overpowered  and  prevented  from  producing 
any  visible  effect,  in  consequence  of  friction.  But  it  did  act  in 
times  of  commercial  crisis,  when  the  rate  became  extreme.  In 
1799,  enormous  failures  took  place  in  Hamburg;  discount  rose  to 
l5  per  cent.,  and  this  rate  immediately  drew  away  gold  from 
England. 

But  in  modem  times,  since  communications  have  been  so  much 
federated  and  cheapened,  even  since  the  Act  of  1844,  by  means 
of  railroads  and  steamers,  this  friction,  as  we  may  call  it,  has  been 
inmiensely  diminished;  and  this  great  principle  is  called  into 
action  with  a  much  less  difference  between  the  Rates  of  Discount 
than  at  any  former  period.  Bullion  would  probably  take  ten 
days,  formerly,  to  go  from  London  to  Paris ;  it  can  go  now  in  ten 
hours,  and  at  probably  the  hundredth  part  of  the  expense.  A 
difference  of  2  per  cent,  between  the  rates  of  discount  in 
London  and  Paris,  will  now  draw  bullion  from  one  place  to  the 
other. 

On  the  cmises  which  compelled  iJie  Suspension  of  the  Bank  Act  in 

1847,  1857,  and  1866. 

28.  The  monetary  pressure  which  we  have  been  considering 
passed  away  for  the  time,  but  another  much  more  severe  came  on 
in  the  autumn,  which  ended  in  a  monetary  panic,  and  on  the  25th 
November,  1847,  the  Grovemment  authorised  the  Bank  to  exceed 
the  limite  allowed  by  the  Act  of  1844,  if  they  considered  it 
necessary  so  to  do  to  restore  commercial  confidence.  This 
suspension  of  the  Act  was  perfectly  successful;  and  on  J^wo  similar 
occasions,  in  1857  and  in  1866,  a  similar  course  was  followed  with 
similar  results.  We  have  given  a  full  narrative  of  the  course  of 
evente  preceding  these  panics  in  our  Theory  and  Practice  of  Banking^ 
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to  which  we  mngt  refer  thoee  who  desire  foil  information  on  the 
subject.  We  must  now  only  examine  the  reasons  which  made  this 
course  necessary,  and  why  it  was  successful. 

Ever  since  the  enormous  development  of  the  Credit  system  of 
commerce  in  modem  times,  great  commercial  failures  have 
periodically  recurred,  producing  the  most  wide-spread  distress; 
and  there  have  been  two  conflicting  Theories  as  to  what  the  action 
of  the  Bank  ought  to  be  in  a  Monetary  Crisis. 

1.  One  Theory  maintains  that  in  such  a  Crisis  the  Bank 
should  liberally  expand  its  issues,  to  support  Commercial  Credit. 
This  Theory  may  be  called  the  Expansive  Theory. 

2.  The  other  Theory  maintains  that  in  such  a  Crisis  the  Bank 
should  rigorously  restrict  its  issues  to  their  .  usual  amount,  or 
even  contract  them.  This  Theory  may  be  called  the  Restrictivb 
Theory. 

Botli  these  Theories  have  been  tried  in  practice,  and  discussed 
by  the  most  eminent  authorities^  and  we  may  succintly  examine 
the  results. 

The  first  great  monetary  crisis  in  modem  times  took  place  in 
1768,  after  the  termination  of  the  seven  years'  war.  This  great 
disaster  occurred  at  Hamburg  and  Amsterdam,  where  the 
"Currency  Principle"  was  in  fiill  operation,  and  there  was  no 
Banking  Credit  whatever,,  except  what  represented  specie.  The 
foilures  began  at  Amsterdam  among  the  principal  merchants.  The 
Bank  had  no  power  to  assist  them;  and  the  resources  of  the 
private  bankers  were  exhausted.  Hearing  that  the  Amsterdam 
bankers  had  determined  to  allow  the  merchants  to  fail,  the 
Hamburg  bankers  wrote  to  them  in  the  greatest  alarm  to  say  that 
if  they  did  not  support  the  merchants,  they  would  instantly 
suspend  their  own  payments.  But  by  the  time  the  letter  reached 
Amsterdam,  the  merchants  had  already  stopped.  General  failure 
followed  at  Hamburg,  where  no  business  was  for  some  time 
transacted  but  for  ready  money.  The  failures  were  equally 
general  throughout  Germany.  The  Crisis  extended  to  England, 
and  Smith  says  that  the  Bank  made  advances  to  merchants  to  the 
amoont  of  a  million. 

Thus  we  see  that  the  "  Currency  Principle  "  was  no  protection 
whatever  against  a  Monetary  Crisis;  and  on  this  occasion  the 
Bank  acted  on  the  Expansive  Theory. 

2  I  2 
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In  1772  the  most  severe  Monetary  CriBis  in  England  since  the 
South  Sea  scheme  took  place.  On  this  occasion  again  the  Bank 
came  forward  to  support  Conmiercial  Credit. 

In  1782,  our  unhappy  war  with  America  was  ended;  and  the 
usual  results  of  the  termination  of  a  great  contest  took  place. 
The  Bank  had  greatiy  extended  its  issues;  and  a  veiy  alanning 
drain  of  specie  took  place,  which  at  one  time  threatened  to  compel 
them  to  stop  payment.  The  Directors,  however,  considered  that  if 
they  could  only  restrain  their  issues  for  a  short  period,  the  returns 
in  specie  in  payment  of  the  exports  would  soon  set  in  in  a  more 
rapid  manner  than  they  went  out.  They  determined,  therefore,  to 
make  no  communication  to  the  Government,  hut  far  the  present  to 
contract  their  issues  until  the  Exchanges  tubned  in  thbik 
FAVOUB.  The  Bank  felt  the  greatest  alarm  in  May,  1788.  They 
then  refused  to  make  any  advances  to  Government  on  the  loan  of 
that  year;  but  they  did  not  make  any  demand  for  payment  of 
their  other  advances,  which  were  between  9  and  10  millions. 
They  continued  this  policy  up  to  October,  when  at  length  the 
drain  had  ceased  from  the  country,  and  money  had  begun  to  flow  in 
from  abroad.  At  length,  in  the  autumn,  when  the  &vourable 
signs  began  to  appeju*,  they  advanced  freely  to  Government  on  the 
loan,  although  at  that  time  the  cash  in  the  Bank  was  actually 
lower  than  at  the  time  they  felt  the  greatest  alarm.  It  was  then 
reduced  to  £473,000. 

The  doctrine  then  stated  by  Mr.  Bosanquet  that  guided  the 
Directors  was  this — That  while  a  drain  of  specie  was  going  on, 
their  issues  should  be  contracted  as  much  as  possible;  but  that  as 
soon  as  the  tide  had  begun  to  give  signs  of  ceasing,  and  turning 
the  other  way,  it  was  then  safe  to  extend  their  issues  freely.  This 
policy  had  been  entirely  successful,  and  the  credit  of  the  Bank 
was  saved. 

29.  After  the  peace  of  1782,  the  commercial  energies  of  the 
country  were  greatly  developed:  to  carry  on  this  increased 
commerce  a  greatly  enlarged  currency  was  necessary;  and  as  the 
monopoly  of  the  Bank  prevented  solid  banks  being  founded, 
innumerable  tradesmen  started  up  in  every  part  of  the  country 
issuing  notes.  Burke  says  that  when  he  came  to  England  in  1750, 
there  were  not  twelve  bankers  out  of  London;  in  1792  there  were 


S  28,  39.]  MONETARY   CRISIS   OF    1793.  485 

about  400:  the  great  majority  being  grocers,  tailors,  drapers,  and 
petty  shop-keepers.  In  the  autumn  of  1792  yery  numerous 
failures  took  plal»  in  Europe  and  America.  In  January,  1798, 
the  general  alarm  was  greatly  increased  by  the  rapid  progress  of 
the  French  Revolution.  Some  great  failures  occurred  in  London 
in  February:  and  soon  the  panic  spread  to  the  banks.  Of  these 
100  stopped  payment,  and  200  were  much  shaken.  The  pressure 
in  London  was  intense;  and  this  naturally  produced  a  demand  on 
the  Bank  for  support  and  discounts.  But  the  Bank  being 
thoroughly  alarmed,  resolved  to  contract  its  issues :  bankruptcies 
multiplied  with  frightful  rapidity.  The  Government  urged 
the  Bank  to  come  forward  to  support  Credit,  but  they  resolutely 
declined. 

In  the  meantime  the  most  alarming  news  came  from  Scotland. 
The  public  banks  were  quite  unable,  with  due  regard  to  their  own 
safety,  to  support  the  private  bankers  and  commerce.  Unless 
they  received  immediate  assistance  from  Government,  general 
&ilure  would  ensue.  When  universal  failure  seemed  imminent. 
Sir  John  Sinclair  remembered  the  precedent  of  1697,  when  the 
public  distress  was  allayed  by  an  issue  of  Exchequer  bills.  A 
Gonmiittee  of  the  House  of  Commons  was  appointed,  who  reported 
that  the  sudden  discredit  of  so  large  an  amount  of  bankers*  notes 
had  produced  a  most  inconvenient  deficiency,  in  the  circulating 
medium;  and  that  unless  a  circulating  medium  was  provided,  a 
general  stoppage  must  take  place.  They  recommended  that 
Exchequer  bills  to  the  amount  of  £5,000,000  should  be  issued  under 
the  directions  of  a  board  of  commissioners  appointed  for  the 
purpose,  in  sums  of  £100,  £50,  and  £20. 

No  sooner  was  the  Act  passed  than  the  Committee  set  to  work. 
A  large  sum,  £70,000,  was  at  once  sent  down  to  Manchester  and 
Glasgow,  on  the  strength  of  the  Exchequer  bills,  which 'were  not 
yet  issued.  This  unexpected  supply,  coming  so  much  earlier 
than  was  expected,  operated  like  magic,  and  had  a  greater  effect  in 
restoring  credit  than  ten  times  the  sum  could  have  had  at  a  later 
period. 

When  the  whole  business  was  concluded,  a  report  was  presented 
to  the  Treasury.  It  stated  that  the  knowledge  that  loans  might 
be  had,  operated,  in  many  instances,  to  prevent  them  being 
required.  The  applications  granted  were  238,  and  the  sum 
advanced  was  £3,855,624.    The  whole  sum  advanced  was  repaid; 
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two  only  of  the  parties  assisted  became  bankrapt ;  all  the  others 
were  nltimatelj  solvent,  and  in  many  instances  poaiessed  of  great 
property.  A  considerable  part  of  the  smn  was  repaid  before  it 
was  due,  and  all  the  rest  with  the  ntmost  pnnctuality.  After 
all  expenses  were  paid,  the  transaction  left  a  clear  profit  to  the 
Ck)vemment  of  £4,848. 

Contemporary  writers  all  bear  witness  to  the  extraordinary 
effects  produced.  Macpherson  says,  that  the  very  intimation  of 
the  intention  of  the  Legislature  to  support  the  merchants, 
operated  like  a  charm  over  the  whole  country,  and  in  a  great 
d^ree  superseded  the  necessity  of  relief  by  an  almost  instantaneous 
restoration  of  confidence.  Sir  Francis  Baring  concurs  in  this 
view,  and  adduces  the  remarkable  success  of  the  measure  as  an 
argument  to  shew  the  mistaken  policy  of  the  Bank.  Afi^er  careftd 
deliberation,  the  Bullion  Report  warmly  approved  of  it ;  censured 
the  proceedings  of  the  Bank;  and  especially  cite  it  as  an 
illustration  of  Ihe  principle  they  laid  down,  that  an  enlarged 
accommodation  is  the  true  remedy  for  that  occasional  fidlureof 
confidence  to  which  our  system  of  Paper  Credit  is  unavoidably 
exposed. 

This  occasion,  therefore,  is  a  most  important  example  of  the 
beneficial  effects  of  the  Expansive  Theory  in  a  monetary 
panic. 

80.  Towards  the  end  of  1794  the  exchanges  began  to  fell 
rapidly,  and  in  May,  1795,  were  so  low  that  it  was  profitable  to 
export  bullion.  While,  however,  the  exchanges  were  so  adverse, 
the  issues  of  the  Bank  were  immensely  extended,  from  circum- 
stances which  are  too  long  to  state  at  length  here,  but  which  we 
have  given  elsewhere,^  and  which  there  is  no  necessity  to  detail, 
because  the  simple  fact  is  enough  that  the  issue  of  Bank  Notes 
was  greatly  increased  while  gold  was  rapidly  leaving  the  country. 
The  Directors  now  became  seriously  alarmed  for  the  safety  of 
the  Bank,  and  took  the  most  rigorous  measures  to  contract  their 
issues.  In  April,  1796,  the  exchanges  became  favourable,  and  they 
continued  to  be  so  till  February,  1797. 

The  excessive  contraction  of  its  issues  by  the  Bank  caused  the 
greatest  inconvenience  to  commerce,  aind  a  meeting  of  bankers 
and  merchants  was  held  to  devise  some  means  of  relief.    The 

1  Theory  and  Practice  of  Banking,  Chap.  VII.,  §  103—125. 
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failures  among  the  country  bankers  in  1798  had  caused  an 
immense  diminntion  of  the  country  issues,  and  Thornton  says 
that  in  the  last  three  months  of  1796  the  issues  of  the  Bank  were 
no  higher  than  they  had  been  in  1782,  with  an  amount  of 
conmierce  many  times  larger  than  in  that  year.  As  the  public 
could  not  get  Notes,  they  made  a  steady  and  continuous  demand 
for  guineas :  and,  althtrngh  the  exchanges  were  favourable  to  the 
country,  and  gold  was  coming  in  from  abroad,  there  was  a  severe 
drain  on  the  Bank  for  gold.  PoUtical  circumstances  added  to  the 
alarm,  and  about  the  middle  of  February  a  stoppage  of  country 
banks  became  general.  The  panic  reached  London,  and  a  general 
run  began  upon  the  bankers.  Before  this  the  Directors  had  used 
the  most  yiolent  efforts  to  contract  their  issues.  In  five  weeks 
they  had  reduced  them  by  nearly  £2,000,000.  On  the  21st 
January  they  were  £10,550,830,  on  the  21st  February  they  were 
£8,640,250.  But  even  this  gave  no  true  idea  of  the  curtailment 
of  mercantile  accommodation;  for  the  private  bankers  were  obliged, 
for  their  own  security,  to  follow  the  example  of  the  Bank.  In 
order  to  meet  their  payments,  persons  were  obliged  to  sell  their 
stock  of  all  descriptions,  at  an  enormous  sacrifice.  The  8  per 
cents,  fell  to  51 1 

On  Saturday,  the  25th  February,  1797,  the  specie  in  the  Bank 
was  reduced  to  £1,272,000,  with  the  drain  becoming  severer  every 
hour.  The  Directors  now  felt  that  they  could  hold  out  no  longer : 
and  on  Sunday  a  Cabinet  Council  was  held,  and  an  order  in 
Council  issued  directing  the  Bank  to  suspend  payments  in  cash 
until  the  sense  of  Parliament  could  be  taken  on  the  subject. 
Accordingly,  on  Monday,  the  27th,  the  cash  being  then  re- 
duced to  £1,086,170,  the  Bank  suspended  payments  in  cash, 
and  did  not  resume  them  partially  till  1816,  and  completely 
tiU  1821. 

But  immediately  this  was  done,  they  enlarged  their  accommo- 
dation liberally ;  within  a  week  they  increased  their  issues  by 
two  millions,  and  the  relief  was  very  great.  A  meeting  of 
4,000  merchants  and  bankers  agreed  to  support  the  credit  of  the 
Notes. 

The  most  eminent  authorities  afterwards  severely  censured  the 
management  of  the  Bank.  Thornton  said  that  the  excessive 
contraction  of  Notes  had  shaken  public  credit  of  all  descriptions, 
and  had  caused  an  unusually  severe  demand  for  guineas :  that  the 


488  PBINCIFLES  OF  SCONOBOCS.  Oba».  XVm. 

Bank  ought  to  have  extended  its  ifisnes  to  supply  ttie  place  of  the 
country  Notes  which  were  discredited.  Boyd  was  clearly  of 
opinion  the  excessive  restriction  of  Notes  was  the  chief  cause  of 
the  forced  sale  and  depreciation  of  the  public  securities.  In  1810 
the  Governor  of  the  Bank  said,  that  after  the  experience  of  the 
policy  of  restriction,  many  of  the  Directors  repented  of  the 
measure :  and  the  Bullion  Ck)mmittee  explicitly  condemned  the 
policy  of  the  Bank,  both  in  1793  and  1797. 

Nothing,  in  short,  could  be  more  unhappy  than  their  regulation 
of  their  issues.  When  the  exchanges  were  violently  adverse,  so 
that  it  was  very  profitable  to  export  gold,  they  enlarged  them  to 
an  extravagant  extent :  and  when  the  exchanges  were  extremely 
favourable,  so  that  gold  was  flowing  in,  they  contracted  them  with 
merciless  severity.  The  issues,  which  were  £14,000,000  when 
the  exchanges  were  against  the  country,  were  reduced  to 
£8,640,250  when  they  had  been  for  several  months  eminently 
favourable.  The  entire  concurrence  of  the  evidence  shews  that  it 
was  this  excessive  restriction  of  credit  which  caused  the  severe 
demand  for  gold. 

And  now  we  see  the  practical  results  of  the  two  policies :  when 
all  conmiercial  and  banking  credit  was  on  the  verge  of  universad 
ruin,  it  was  saved  and  restored  by  the  Expansive  Theory  in 
1793:  in  1797  the  Restrictive  Theory  was  carried  out  to 
the  bitter  end,  and  the  result  was  the  Stoppage  op  the 
Bank. 

A  consideration  of  all  these  circumstances  induced  the  Bullion 
Committee  to  condemn  the  Restrictive  Theory  in  the  most 
emphatic  terms;  and  all  the  greatest  mercantile  authorities  of 
that  period,  including  Peel  himself,  as  we  have  shewn,  in  1819, 
entirely  concurred  in  these  doctrines:  and  they  said  that  no 
limitation  of  the  Bank's  power  of  issue  could  ever  be  prescribed 
at  any  period,  however  remote.  That  period,  however,  came 
in  1844. 

The  next  great  crisis  was  in  1825.  Ever  since  the  beginning  of 
1824  there  was  a  continual  drain  of  bullion,  which  the  Bank  took 
no  means  to  stop.  It  fell  irom  13|  millions  in  March,  1824, 
steadily  and  continuously,  to  barely  3  millions  in  November,  1825, 
when  every  one  felt  a  crisis    to  be  impending.    The  papers 
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diBcnssed  the  policy  of  the  Bank,  and  it  was  generally  expected 
that  it  wonld  rigorously  contract  its  issnes.  The  panic  began  on 
Monday,  the  12th  of  December,  1825,  with  the  fall  of  Pole, 
Thornton  &  Co.,  one  of  the  principal  city  banks,  which  drew  down 
with  them  forty  country  banks.  A  general  run  began  upon  all 
the  city  bankers.  For  three  days  the  Bank  pursued  a  policy  of  the 
most  severe  restriction.  Mr.  Huskisson  said  that  during  48 
hours  it  was  impossible  to  convert  into  money,  to  any  extent,  the 
best  securities  of  the  Government.  Exchequer  bills.  Bank  Stock, 
East  India  Stock,  as  well  as  the  public  fonds,  were  unsaleable. 
At  last,  when  universal  stoppage  was  inmiinent,  the  Bank 
completely  reversed  its  policy.  On  Wednesday,  the  14th,  it 
discounted  with  the  utmost  profuseness.  Mr.  Harman  said — 
**We  lent  by  every  possible  means,  and  in  modes  we  had  never 
adopted  before;  we  took  in  stock  as  security;  we  purchased 
Exchequer  bills :  we  made  advances  on  Exchequer  bills :  we  not 
only  discounted  outright,  but  we  made  advances  on  deposits  of 
bills  of  exchange  to  an  immense  amount :  in  short,  by  every 
possible  means  consistent  with  the  safety  of  the  Bank,  and  we 
were  not,  on  some  occasions  ovemice ;  seeing  the  dreadful  state 
the  public  were  in,  we  rendered  every  assistance  in  our  power." 
Between  Wednesday  and  Saturday  the  Bank  issued  £5,000,000  in 
Notes,  and  sent  down  to  the  country  a  large  box  of  £1  notes, 
which  they  accidentally  found.  This  bold  policy  was  crowned 
with  the  most  complete  success ;  the  panic  was  stayed  almost 
immediately,  and  by  Saturday  was  over. 

The  circumstances  of  this  crisis  are  the  most  complete  and 
triumphant  example  of  the  truth  of  the  principles  of  the  Bullion 
Report,  and  of  the  Expansive  Theory :  and  signally  vindicate  the 
wisdom  of  Peel  in  1819,  when  he  refused  to  adopt  the 
Restrictive  Theory,  and  impose  a  numerical  limit  on  the  Bank's 
issues. 

•  The  next  crisis  was  in  1837:  but  the  Bank  foreseeing  it, 
judiciously  anticipated  it,  and  made  the  most  liberal  issues  to 
houses  which  required  it.  By  thus  adopting  the  Expansive 
Theory  in  good  time,  nothing  more  occurred  than  a  severe 
monetary  pressure,  which  was  prevented  irom  deepening  into 
a  crisis  entirely  by  the  judicious  conduct  of  the  Bank. 
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81.  Up  to  this  period  Sir  Robert  Peel  had  passed  throngh 
two  phases  of  opinion  with  regard  to  the  Cnrrency  Question. 
When  oomparatiyely  a  yoang  man,  he  had  formed  one  of  that 
fiunons  majority  of  the  House  of  Commons  which  had  oontu- 
meliously  rejected  the  Bullion  Report,  and  voted  that  a  £1  note 
and  Is.  were  exactly  equal  to  £1  and  7b.,  or  that  21  was  equal  to 
27.  In  1819  he  was  appointed  Chairman  of  the  Committee  of  the 
House  of  Commons,  and  he  then  completely  adopted  the  doctrines 
of  the  Bullion  Report,  and  became  a  disciple  of  the  school  of 
Homer,  Huskisson,  Thornton,  and  Ricardo.  But  in  1840  a  new 
school  of  Currency  Theorists  had  arisen,  of  whom  the  most 
distinguished  were  Mr.  Jones  Loyd,  now  Lord  Overstone,  Colonel 
Torrens,  and  others.  These  influential  persons  saw  that  notwith- 
standing the  undoubted  truth  of  the  doctrines  of  the  Bullion 
Report,  there  was  some  incurable  vice  in  the  management  of  the 
Bank  of  England,  which  had,  beyond  all  dispute,  greatly  conduced 
to  prepare  the  way  for  the  great  commercial  crisis  of  1825,  by  its 
exbravagant  over-issues  of  notes.  They  found  that  the  Bank  was 
iotcJly  unable  to  manage  itself  on  the  principles  it  professed  to  be 
guided  by.  They  traced  the  original  source  of  all  Conmiercial 
Crises  to  the  excessive  issues  of  Notes  by  banks.  They  adopted 
the  definition  of  "  Currency  "  as  being  Money  and  Bank  Notes, 
payable  to  bearer  on  demand  only,  to  the  exclusion  of  all  other 
forms  of  Paper  Credit,  and  they  maintained  that  the  only  true 
principle  of  issuing  notes  was  that  when  notes  were  issued  they 
should  be  exactly  equal  in  amount  to  what  the  specie  would  be  if 
there  were  no  Notes. 

These  doctrines  being  stenuously  urged  by  a  number  of  able 
and  influential  persons,  completely  converted  Sir  Robert  Peel, 
who  now  entered  upon  a  third  phase  of  opinion  with  regard 
to  the  Currency  Question,  and  by  the  Bank  Act  ^bf  1844  he 
endeavoured  to  give  eflfect  to  these  doctrines. 

Sir    Robert    Peel,  therefore,  determined    now    to  adopt  the 
Restmctive  Theory,  and  to  impose  by  law  what  every  eminent, 
authority    of   former    times,   including    himself,    had    solemnly 
condemned — a  numerical  limit  on  the  issues  of  the  Bank. 

"  Sic  volvenda  aotas  commatat  tempora  reram, 
Quod  fuit  in  pretio,  fit  nullo  denique  honore, 
Porro  aliud  saocedit,  et  e  oontemptibus  exit, 
luquo  dies  magis  appetitor,  floretque  repertum 
Loudibus,  et  miro^st  mortaleis  inter  honored' 
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The  Bank  Act  was  passed  amid  general  applause^  but,  as  said 
above,  on  the  very  first  occasion  on  which  its  powers  were  tested, 
in  April,  1847,  it  completely  failed  to  compel  the  Directors  to 
carry  out  its  principle,  and  one-third  of  its  bullion  ebbed  away, 
without  any  appreciable  diminution  of  the  amount  of  its  notes  in 
circulation. 

But  in  October,  1847,  a  far  severer  crisis  took  place.  The 
Bank  made  immense  advances  to  other  banks  and  houses  to 
prevent  them  from  stopping  payment.'  But  numerous  Banks  and 
Commercial  Houses  did  stop  payment,  and  the  resources  of  the 
Bank  were  exhausted.  At  last,  after  repeated  deputations  to  the 
€k)vemment  to  obtain  a  relaxation  of  the  Act,  and  with  the 
stoppage  of  the  whole  commercial  world  inmiinent,  the  Grovem- 
ment  authorised  the  Bank  to  issue  at  discretion.  And  what  was 
the  result?  The  panic  vanished  in  10  minutes !  No  sooner  was 
it  known  that  notes  might  be  had  if  necessary,  than  the  want  of 
them  ceased.  The  whole  issue  of  Notes,  in  consequence  of  this 
letter,  was  only  £400,000,  and  the  legal  limits  of  the  Act  were  not 
exceeded. 

Thus,  on  this  occasion  again,  the  Restriotivb  Theory  wholly 
£Edled;  and  the  Expansivb  Theory  saved  the  country,  and 
was  the  only  means  of  saving  the  Bank  itself  from  stopping 
payment. 

The  next  great  crisis  was  in  November,  1857,  which  was  fer 
more  severe,  as  regards  the  Bank  itself,  than  that  of  1847.  On 
the  12th  November,  1857,  the  Bank  closed  its  doors  with  the  sum 
of  £68,085  in  Notes ;  £274,953,  in  gold ;  and  £41,106  in  silver; 
being  a  total  sum  of  £387,144  I  Such  were  the  resources  of  the 
Bank  of  England  to  begin  business  with  on  the  13th  I  Truly  said 
the  Qovemor,  it  must  entirely  have  ceased  discounting,  which  would 
have  brought  an  immediate  run  upon  it.  The  bankers'  balances 
alone  were  £5,458,000.  It  is  easy  to  see  that  the  Bank  could  not 
have  kept  its  doors  open  for  an  hour. 

On  the  evening  of  the  12th  the  Gk)yemment  sent  a  letter  to  the 
Bank,  authorising  them  to  issue  Notes  at  their  discretion,  but  not 
at  a  less  rate  than  10  per  cent.;  and  next  morning  the  panic,  as 
before,  passed  away. 

Thus  on  this  occasion,  again  the  RestAiotive  Theory  wholly 
failed:  and  the  Expan8I\tj  Theory  saved  the  country:  and  was 
the  only  means  of  saving  the  Bank  itself  from  stopping  payment. 
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Tbe  next  gmfc  cntm  wm  in  18^  wiikh  wm  siiD  more  Bevere. 
TTolbraiDafieiT,  no  mTegtigirton  wis  hdd  lespecdiig  it,  ao  that 
tboe  is  DD  rriiahte  acoomit  of  tte  droomwUnceB.  Bat  ^^ecolation 
had  exceeded  lU  due  IxxmdBw  On  the  lOih  of  Maj  tha:e  was  k 
^nenl  nm  upon  all  she  Loodoa  baziks^.  It  was  said,  but  we 
CBimix  ttT  with  what  truth,  that  one  great  bank  alone  paid  away 
£2jMi>j»)  in  six  hooTB^  Aftor  hanking  hours  it  became  known 
diat  the  great  ifiacoont  hoose  of  OrmendL  Gnmej  &  Co.  had 
aaopped*  with  liabOiQes  eiceeding  ten  nuDions — the  most' 
stnpendoQS  Euhzre  that  had  ever  takai  place  in  the  city.  The 
lesnlt  of  snJL  acatastrophe  was  easQj  fiyreseen ;  not  another  bank 
could  haTe  soniied  die  next  day ;  and  that  evening  the  Goyem- 
Bent  again  aathonsed  the  Bank  to  iasoe  at  diacietiiHiy  at  not  lees 
tfiaa  10  per  eent.  The  Bank  advanced  £12^5,000  in  fiye  days : 
but  the  panic  passed  sway. 

ThoB  again  the  RfiSTRKnrs  Theory  whoQy  fidled:  the 
EmssiTK  Theory  saved  the  coimtiy,  and  was  the  only  means  of 
saving  the  Bank  itael^  as  well  as  ereiy  other  bank,  firom  stopping 
fajment. 

ThoB  we  see  the  entire  faifane  of  Sir  Robert  Peel's  expectations. 
He  tw^  away  the  power  of  unlimited  iasnes  firom  the  Bank,  and 
impceed  a  rigorous  nomerical  limit  cm  its  powers  of  issue,  under 
the  hope  that  he  had  prevented  the  recurrence  of  panics.  Bat 
the  panics  recurred  with  {precisely  the  same  r^olarity  as  before  ; 
and.  therelbire,  in  this  sense  too,  the  Act  has  fedled :  and  when 
panics  do  occur*  it  is  decisively  proved  that  it  is  wholly  incom- 
petent to  deal  with  than. 

S:^«  It  has  been  seen  that  it  is  a  complete  delusion  to  suppose 
that  the  Bank  Act  carries  out  the  '*  Currency  Principle."  It 
mi^t  be  su(>po6ed,  perhaps,  that  if  it  did  really  carry  out  the 
•*  Currency  Principle,*'  it  might  prevent  panics  arising.  General 
exivrience*  however,  entirely  n^atives  this  view.  '  In  1764,  the 
miKi  terriUe  Mimetary  Crisis  whidi  had  up  to  that  time  occurred, 
liH.>k  place  at  Amsterdam  and  Hamburg,  where  the  banks  were 
K^ally  constructed  on  the  ^  Currency  Principle." 

A  decisive  example  of  this  took  place  at  Hamburg  in  1857.  A 
similar  Monetary  Crisis  took  place  there,  as  here,  and  the  Bank 
lieiu^:  ciuistrttcted  on  the  ^  Currency  Principle,"  had  no  power  to 

U^  NotCB  to  support  Credit.    The  Magistrates  were  obliged  to 
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issue  City  Bonds  to  support  the  credit  of  the  merchants^  exactly 
as  the  OoYemment  had  issued  Exchequer  bills  in  England  in 
1798.  Here  also  the  Restbictivb  Theory  wholly  failed,  and  it 
was  found  necessary  to  adopt, the  Expansive  Theory  to  avert 
universal  failure. 

These  disasters  took  place  where  there  was  no  Currency  at  aU, 
'  but  what  represented  buUion :  and  they  are  conspicuous  examples 
that  panics  occur  just  as  readily  under  a  purely  Metallic  Currency 
as  under  a  Paper  Currency. 

The  experience  of  every  other  country  exactly  confirms  the 
experience  of  England.  At  Turin  the  bank  was  constructed  on 
some  principle  of  limitation:  but  in  1857,  during  a  monetary 
panic,  it  was  found  necessary  to  suspend  its  constitution,  and  allow 
it  to  issue  Notes  to  support  Credit. 

The  very  same  thing  was  conspicuously  proved  in  1873.  In 
Austria,  in  North  (Germany,  and  in  America,  the  Banks  were  all 
constructed  on  some  analogous  principle  of  Umitation  on  their 
issues.  But  in  the  severe  monetary  panic  in  each  of  these 
countries,  it  was  found  necessary  to  suspend  their  constitutions, 
and  authorise  them  to  issue  at  discretion  to  support  commercial 
Credit. 

Thus  universally  throughout  the  world  it  is  proved  by  abundant 
experience,  that  the  Resthictivb  Theory  cannot  be  maintained 
after  a  monetary  panic  has  reached  a  certain  degree  of  intensity ; 
and  that  it  is  absolutely  necessary  to  adopt  the  Expansive  Theory 
to  avert  unirersal  failure. 

88.  The  supporters  of  the  Act  of  1844  stenuously  maintain 
that  it  is  the  complement  of,  and  in  strict  accordance  with  the 
principles  of  the  Act  of  1819,  and  the  Bullion  Report.  But 
such  statements  are  utterly  incorrect:  and  the  following  are 
the  fundamental  differences  of  principle  between  them — 

I.  The  Bullion  Report  declares  that  the  mere  numerical 
amount  of  notes  in  circulation,  at  any  time,  is  no  criterion  whether 
they  are  excessive  or  not. 

The  Theory  of  the  framers  of  the  Act  is  that  the  Notes  in 
circulation  ought  to  be  exactly  equal  in  quantity  to  what  the 
gold  coin  would  be  if  there  were  no  Notes:  and  that  any 
excess  of  Notes  above  that  quantity  is  a  depreciation  of  the 
Currency. 
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Is  this  principle  of  the  supporters  of  the  Act  in  acoordance 
with  the  principle  of  the  Bullion  Report? 

II.  The  Bullion  Report  declares,  and  the  supporters  of  the 
Act  of  1819  maintained,  that  the  sole  test  of  the  depreciation  of 
the  Paper  Currency  is  to  be  found  in  the  Price  of  Gold  Bullion, 
and  the  state  of  the  Foreign  Exchanges. 

Ricardo  says^ — "The  issuers  of  paper  money  should  regulate 
their  issues  solely  by  the  price  of  bullion,  and  never  by  the 
quantity  of  their  paper  in  circulation.  The  quantity  can  never 
be  too  great  nor  too  little,  while  it  preserves  the  same  value  as  the 
standard." 

According  to  the  supporters  of  the  Act  of  1844,  '^the  true 
criterion  is  whether  the  Notes  do  or  do  not  exceed  in  quantity  the 
gold  they  displace. 

Is  the  doctrine  of  the  supporters  of  the  Act  of  1844  in 
accordance  with  the  principles  of  the  Bullion  Report,  and  of  the 
Act  of  1819? 

III.  It  was  proposed  to  the  Bullion  Committee  to  impose  a 
positive  limit  on  the  issues  of  the  Bank,  to  curb  their  powers  of 
mismanagement.  The  Bullion  Report  expressly  condemns  any 
positive  limitation  of  its  issues:  and  Peel  in  1819,  and  in  1833, 
fully  concurred  in  this  condemnation. 

The  Bank  Act  of  1844  specially  limits  the  issues  of  the 
Bank. 

Does  the  Bank  Act  of  1844  coincide  with  the  principles 
of  the  Bullion  Report  and  the  the  doctrines  of  Peel  in  1819 
and  1833? 

IV.  The  Bullion  Report,  after  discussing  the  most  important 
monetary  crises  which  had  occurred  up  to  that  time,  expressly 
condemns  the  Restbictive  Theory  in  a  monetary  panic,  and  says 
that  it  may  lead  to  universal  ruin  :  and  recommends  the  Expan- 
sive Theory. 

The  Bank  Act  enacts  the  Restrictive  Theory  by  Law: 
and  prevents  the  Expansive  Theory  from  being  adopted. 

Does  the  Bank  Act  of  1844  agree  with  the  doctrines  of 
the  Bullion  Report,  and  of  Peel  in  1819  and  1838,  on  this 
point  ? 

In  1793  the  Bank  adopted  the  Restrictive  Theory;  and 
when  all  commerce  was  on  the  brink  of  ruin,  the  Government^ 

»  Propoial$for  an  Economical  and  Secure  Currency^  %  3, 
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by  issning  Exchequer  bills,  adopted  the  Expansive  Theory,  and 
oommeree  was  saved. 

In  1797  the  Restbictivb  Theory  was  carried  out  to  the  end, 
and  the  result  was  the  stoppage  of  tJie  Bank. 

In  1825  the  Restriotive  Theory  was  adopted  for  three  days, 
and  when  commerce  was  again  on  the  brink  of  ruin,  it  was 
suddenly  abandoned ;  the  Expansive  Theory  was  adopted,  and 
commerce  was  instantly  saved. 

In  183G  a  great  crisis  was  imminent :  the  Bank,  foreseeing  it, 
adopted  the  boldest  measures  before  it  came  on,  and  made  immense 
advances  to  sustain  commercial  credit :  the  policy  was  successful, 
and  averted  a  general  panic. 

Peel,  in  introducing  his  measure  of  1844,  said  that  we  must 
never  again  have  such  discreditable  occasions  as  1825,  1836,  and 
1839 :  but  since  1844  we  have  had  1847,  1857,  and  1866.  On 
each  of  these  occasions  the  Restrictive  Theory  was  enacted  by 
Law  :  and  on  each  occasion  the  Government  was  obliged  to  come 
forward  and  authorise  the  Bank  to  break  the  Law,  to  abandon  the 
Restrictive  Theory,  and  adopt  the  Expansive  Theory.  And 
by  so  doing  universal  ruin  was  averted,  and  the  Bank  itself  saved 
firom  stopping  payment. 

Experience,  therefore,  has  indisputably  proved  that  the  Bullion 
Report  was  ft'amed  with  truer  wisdom  and  scientific  knowledge  of 
the  Principles  of  Paper  Currency  than  the  Bank  Act  of  1844, 
The  only  deficiency  in  the  Report  was  that  it  failed  to  point  out 
the  proper  means  by  which  the  Paper  could  be  kept  at  par  with 
gold.  But  the  true  principle  of  controlling  the  Paper  Currency 
is  now  well  understood  to  be  by  adjusting  the  Rate  of  Discount 
by  the  Foreign  Exchanges,  and  the  state  of  the  bullion  in  the 
Bank. 

Examination  of  the  Argmmnts  alleged  for  maintaining  the 

Bank  Act. 

54.  It  has  now  been  clearly  shewn  that  the  Bank  Act  has 
completely  failed  both  in  Theory  and  Practice.  It  has  been 
shewn  that  it  is  based  on  a  Definition  of  the  word  "  Currency," 
which  is  entirely  erroneous  in  Commercial  Law,  and  in  Philosophy 
— ^that  it  professes  to  adopt  a  Theory  of  Currency,  which  it 
has  entirely  failed  to  enforce — that  if  the  Directors  choose,  they 
can  mismanage  the  Bank  quite  as  easily  under  the  Act  as  before 
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it,  and  that  the  pretended  ^  Mechanical  ^  action  of  the  Act  wholly 
failed  to  prevent  them  doing  so-— that  the  Act  was  express^ 
framed  with  the  expectation  that  it  would  prevent  commercial 
panics,  and  that  it  has  wholly  fiEdled  in  doing  so :  and  hitherto 
panics  have  recurred  with  the  same  regularity  as  before — and 
furthermore,  although  the  Act  is  in  no  sense  whatever  the 
original  cause  or  source  of  these  crises,  yet  when  they  do  occur, 
and  they  reach  a  certain  degree  of  intensity,  the  operation  of  the 
Act,  by  visibly  limiting  the  means  of  assistance,  deepens  a 
severe  monetary  pressure  into  a  panic,  which  can  only  be 
allayed  by  its  suspension,  and  a  violation  of  its  principles. 

In  every  one  of  these  respects  the  Bank  Act  has  completely 
failed :  and  in  regard  to  these  things  its  credit  and  reputation  is 
utterly  dead  and  gone.  It  is,  therefore,  necessary  to  examine 
fairly  the  arguments  alleged  in  its  &vour,  and  the  reasons  urged 
why  it  should  still  be  maintained. 

The  supporters  of  the  Act,  allowing  that  it  has  failed  in  some 
respects,  yet  maintain  that  the  Directors  having  committed  the 
same  mischievous  errors  as  they  had  done  before  it,  it  arrested 
their  mis-management  much  sooner  than  would  otherwise  have 
been  the  case ;  and  that  when  the  panic  did  occur,  it  was  only 
through  the  Act  that  the  Bank  had  6  millions  of  gold  to  meet  the 
crisis ;  and  that  by  this  means  the  convertibility  of  the  Note  was 
secured. 

So  far  as  regards  the  crisis  of  1847,  it  must  be  admitted  that 
there  is  much  force  and  truth  in  this  argument.  The  Directors 
at  that  date  shewed  that  they  had  not  yet  acquired  the  tree 
principles  of  Banking,  and  it  must  be  conceded  that  it  was 
entirely  owing  to  the  Act  that  they  were  checked  in  their 
mistaken  policy  while  there  was  still  six  millions  of  gold  in  the 
Bank. 

But  the  same  ground  of  censure  did  not  apply  to  the  crisis  of 
1857.  In  the  interval  between  1847  and  1857,  the  Directors 
really  at  last  grasped  the  true  method  of  controlling  the  Paper 
Currency  by  means  of  the  Rate  of  Discount.  The  truth  of  this 
principle  was  probably  more  enforced  upon  their  attention  by  the 
limitation  imposed  by  the  Act  than  it  would  otherwise  have  been. 
It  has  never  been  alleged  that  the  crisis  of  1857  was  in  any  way 
due  to  the  Act.  But  it  is  a  matter  of  positive  certainty  that 
since  that  date  Uie  Bank  has  fully  recognised  and  adopted  the 
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the  principle  of  governing  the  Paper  Currency  by  means  of  the 
Rate  of  Discount.  The  same  rule  has  been  adopted  by  the  Bank 
of  France,  and  this  is  now  the  recognised  principle  by  which 
CYery  Bank  is  managed.  Certainly  since  1857  there  has  not  been 
a  breath  of  blame  on  the  general  management  of  the  Bank* 
Granting  every  merit  which  can  fairly  be  due  to  the  Act,  that  it 
has  compelled  the  recognition  and  adoption  of  this  principle 
some  years  earlier  than  it  otherwise  would  have  been,  it  may  be 
said  that  the  Act  has  now  Mfilled  its  purpose.  It  has  done  all 
the  good  that  it  can  do.  The  Directors  now  perfectly  understand, 
and  have  for  the  last  17  years  conducted  the  Bank  with  the 
greatest  success  on  sound  principles.  Having,  therefore, 
accomplished  this  great  purpose,  the  Act  has  done  its  work, 
and  has  ceased  to  be  necessary :  and  its  operation  at  other  most 
important  times  being  proved  to  be  injurious  by  the  most 
overwhelming  evidence,  it  may  now  be  safely  and  advantageously 
repealed — so  far  at  least  as  regards  the  limitation  of  its  power 
of  issue.  And  the  reason  for  the  expediency  of  this  change 
is  this — 

Under  the  jn-esent  system  of  Commercial  Credit,  tliere  mmt  he 
some  Source  with  tJie  power  of  issuing  undoubted  Credit  to 
support  solvmt  Commercial  Houses  iti  times  of  Monetary  Panic, 

It  has  been  conclusively  shewn  in  the  preceding  remarks,  that 
it  is  entirely  futile  to  expect  that  Commercial  Crises  can  be 
prevented,  and  that  they  occur  with  precisely  the  same  violence 
in  places  where  there  is  a  purely  metallic  currency  as  anywhere 
else.  Hence  the  illusions  in  this  respect,  on  which  the  Act  was 
founded,  are  now  completely  vanished. 

In  all  cases,  houses  which  are  clearly  insolvent  should  not  be 
supported;  they  ought  to  be  compelled  to  stop  without  any 
hesitation.  To  support  such  houses  is  a  fraud  upon  their  creditors. 
But  under  our  complicated  system  of  commerce,  the  Credit  of 
even  the  most  solvent  houses  is  so  intertwined  and  connected  with 
others,  that  no  one  can  tell  how  far  any  house,  even  of  the  highest 
name,  is  solvent.  Consequently,  every  one  is  affected  by  this 
universal  discredit.  Many  houses  which  arc  really  solvent,  may 
have  their  assets  locked  up  in  some  form  which  is  not  readily 
convertible.  Under  such  circumstances  it  is  absolutely  indispen- 
sable, to  prevent  universal  ruin,  that  there  should  be  some  source  to 
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afford  undoubted  credit  to  houses  which  can  prove  their  solrency. 
And  there  are  but  two  sources  from  which  such  credit  can  be 
issued — the  Goyemment  and  the  Bank  of  England. 

In  1798,  the  Bank  resolutely  refused  to  support  Commercial 
Credit,  and  the  Goyemment  were  obUged  to  assist  solvent  houses 
with  Exchequer  bills,  and  this  saved  the  commercial  community 
from  ruin.  In  1797,  the  Bank  also  refused  to  support  commerce, 
and  the  result  was  its  own  stoppage.  After  the  stoppage, 
however,  it  largely  extended  its  issues,  and  commerce  was  relieved. 

In  every  commercial  crisis  since  1797,  however  sternly  the 
Bank  has  adopted  the  Restrictive  Theory  at  first,  it  has 
ultimately  been  driven  to  abandon  it,  and  adopt  the  Expansive 
Theory.  In  1825,  while  the  Bank  peristed  in  the  Restkictivb 
Theory,  some  eminent  bankers  stopped  payment  with  assets  worth 
40s.  in  the  pound.  Two  days  afterwards  the  Bank  changed  its 
ix)licy,  and  issued  notes  with  the  most  profuse  liberality,  and  the 
pamc  vanished.  If  the  Bank  had  adopted  this  principle  at  first, 
and  assisted  those  bankers  who  were  really  solvent,  they  would 
have  been  saved  from  stopping  payment. 

.  The  very  same  principle  was  decisively  proved  in  1847,  1857, 
and  1866 ;  the  Restrictive  Theory  was  in  those  years  enforced 
by  law.  But  no  Goveniment  could  maintain  the  Act  and  the 
Restrictive  Theory  to  the  bitter  end,  and  face  the  consequences 
of  producing  universal  ruin  in  pursuance  of  a  Theory,  which  the 
most  distinguished  authorities  of  former  times  had  unanimously 
condemned. 

It  is,  therefore,  irrefragably  proved  by  the  unanimous  opinion 
of  the  most  eminent  commercial  authorities,  and  the  clear 
experience  of  100  years,  that  the  Restrictive  Theory  in  a 
commercial  crisis  is  a  fatal  delusion  ;  and  that  when  a  commercial 
panic  is  impending,  the  only  way  to  avert  and  allay  it  is  to  give 
prompt,  immediate,  and  liberal  assistance  to  all  houses  who  can 
prove  themselves  to  be  solvent;  at  the  same  time  allowing  all 
houses  which  are  really  insolvent  to  go.  Universal  experience 
proves  that  this  is  the  only  means  of  separating  the  sound 
from  the  unsoimd,  and  averting  general  ruin  by  preserving  the 
former. 

As  a  matter  of  fact  it  is  perfectly  well  known  to  all  bankers 
that  an  excessive  restriction  of  credit  produces  and  causes  a  ran 
for  gold. 
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Sir  William  Forbes,  in  his  interesting  Memoirs  of  a  Banking 
H&usSy  says  of  the  crisis  of  1793: — "These  proceedings,  which 
obviously  foreboded  a  risk  of  hostilities,  were  the  signal  for  a 
check  on  mercantile  credit  all  over  the  kingdom ;  and  that  check 
Ud  by  consequence  to  a  demand  on  hankers  for  the  money  deposited 
with  them,  in  order  to  supply  the  wants  of  mercantile  men." 

The  Bullion  Report  expressly  attributes  the  stoppage  of  the 
Bank  in  1797  to  the  merciless  restriction  of  Credit. 

In  ISbl,  discounts  had  ceased  at  the  various  banks,  and  a 
general  run  was  commencing  upon  them,  when  the  Treasury 
letter  came :  this  allayed  the  panic,  and  stopped  the  run. 

In  1866,  matters  were  a  great  deal  worse.  In  consequence  of 
the  restriction  on  Credit,  a  most  severe  and  general  run  took 
place  on  all  the  London  bankers.  The  sum  paid  away  during  the 
panic  can  probably  never  be  known,  but  it  was  something  perfectly 
fabulous.  And  this  general  run  upon  the  bankers  was  certainly 
caused  and  produced  by  the  excessive  restriction  of  Credit,  caused 
by  the  Bank  Act. 

The  result  of  such  an  Act  was  most  distinctly  predicted  by 
Henry  Thornton,  one  of  the  joint  authors  of  the  Bullion  Report, 
in  his  treatise  on  the  Paper  Credit  of  Great  Britain,  published  in 
1802.     He  says: — 

"  Two  kinds  of  error  on  the  subject  of  the  affairs  of  the  Bank 
of  England  have  been  prevalent.  Some  political  persons  have 
assumed  it  to  be  a  principle,  that  in  proportion  as  the  gold  of  the 
Bank  lessens,  its  paper^  or,  as  is  sometimes  said,  its  loans  (for  the 
amount  of  the  one  has  been  confounded  with  that  of  the  otlier), 
ought  to  be  reduced.    It  has  been  already  shewn,  that  a  maxim 

OF    THIS    SORT,    IF    STRICTLY     FOLLOWED    UP,    WOULD    LEAD    TO 
UNIVERSAL    FAILURE." 

The  Bank  Act  of  1844  was  constructed  on  this  precise 
principle,  and  Thornton's  prediction  has  been  strictly  verified. 

Seeing,  then,  that  it  is  a  matter  of  absolute  demonstration  that 
it  is  indispensably  necessary  that  there  must  be  some  source 
having  the  power  to  issue  solid  Credit  to  support  solvent  houses 
in  Monetary  Panics,  it  only  remains  to  consider  whether  that 
source  should  be  the  Government,  or  the  Bank — and  very 
convincing  reasons  shew  that  it  ought  to  be  the  Bank  rather  than 
the  Government. 

Such  a  duty  is  quite  out  of  the  usual  line  of  the  Government. 

2  K  2 
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They  most  issue  a  Special  Commission  to  investigate  the  solyencj 
of  those  merchants  who  ask  for  assistance.  Snch  a  Commission 
would  never  be  appointed  until  matters  had  become  very 
severe,  and  much  suffering  would  be  caused  by  the  unnecessary 
delay. 

But  such  a  thing  is  the  ordinary  and  every  day  business  of  the 
Bank.  The  merchant  simply  goes  in  the  ordinary  way  of 
business  to  the  Directors,  satisfies  them  of  his  solvency,  gives 
the  necessary  security,  and  receives  the  assistance  without 
delay. 

These  considerations,  as  well  as  others  that  might  be  adduced, 
shew  that  the  proper  source  to  have  this  power  is  the  Bank  of 
England,  and  not  the  Gk)vemment. 

85.  Some  persons,  *however,  might  suppose  that  such  an  issue 
of  notes  might  turn  the  Foreign  Exchanges  against  the  oountry. 
It  was  formerly  supposed,  and  the  idea  pervaded  Sir  Robert  PeeFB 
speech,  that  the  Foreign  Exchanges  are  mainly  influenced  by  the 
numerical  amount  of  Notes  issued.  But  in  modem  times  it  has 
been  proved  that  the  Rate  of  Discount  is  an  infinitely  more 
powerful  method  of  acting  on  the  Exchanges  than  the  amount  of 
Notes.  And  this  may  be  said  to  be  a  new  discovery  since  Sir 
Robert  PeeVs  speech  ;  for  there  is  not  a  trace  of  the  principle  to  be 
found  in  it.  In  former  times,  certainly,  when  there  were 
multitudes  of  Banks  issuing  torrents  of  Notes,  these  Notes 
lowered  the  Rate  of  Discount,  and  drove  bullion  out  of  the 
country.  But  under  the  modem  system,  when  these  issues  have 
been  happily  suppressed,  all  danger  on  this  score  has  vanished : 
and  under  present  circumstances  no  issues  are  excessive  which  do 
not  lower  tlie  Rate  of  Discount, 

The  doctrine  laid  down  in  the  Bullion  Report,  and  by  all  the 
most  eminent  authorities  of  that  period,  was,  that  the  true 
criterion  of  the  proper  quantity  of  Paper  Currency  was  not  its 
numerical  amount,  but  the  state  of  the  Foreign  Exchanges  and  tlie 
Market  Price  of  Gold  Bullion.  This  doctrine  was  tme  so  far  as  it 
went:  but  unfortunately  they  never  investigated  the  correct 
method  of  keeping  the  Paper  Currency  in  its  proper  state.  The 
principal  method  thought  of  until  after  Sir  Robert  Peel's  time, 
was  simply  diminishing  its  numerical  amount.  It  is  trae  that 
raising  the  Rate  of  Discount  was  reckoned  among  the  subsidiary 
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methodfl  of  curbing  it,  but  so  little  was  its  true  importance 
understood,  that  it  was  not  even  mentioned  by  Sir  Robert  Peel- 
Since  his  time,  however,  it  has  been  demonstrated  by  argument, 
and  proved  by  conclusive  experience,  that  it  is  the  true  supreme 

POWEB      OF      CONTROLLING     THE      EXCHANGES     and     the     PaPER 

GuRRENOT,  and  that  all  other  methods  are  insignificant  compared 
to  it.  And  since  the  Directors  now  thoroughly  understand  and 
act  upon  this  principle,  they  may  be  entrusted  with  unlimited 
powers  of  issue. 

36.  Some  able  authorities,  however,  are  of  opinion  that 
the  Act  should  be  maintained,  as  it  strengthens  the  hands  of  the 
Directors  of  carrying  out  this  principle,  and  enforcing  the  rule. 
That  without  the  Act,  commercial  pressure  upon  them  might 
sometimes  be  too  strong  to  resist.  Whatever  force  there  may  be 
in  this  argument,  it  will  be  found  that  the  other  arguments 
completely  outweigh  it ;  and  in  fact  such  an  argument  naturally 
leads  us  to  consider  the  constitution  of  the  Du*ectorate  itself. 

By  a  remarkable  custom,  professional  bankers  are  excluded 
from  the  Directorate  of  the  Bank,  which  is  exclusively  composed 
of  merchants.  It  has  long  been  recognised  that  Commercial 
Credit  and  Banking  Credit  are  of  two  distinct  natures,  and  in 
many  respects  essentially  conflicting  and  antagonistic.  The  same 
persons  should  not  carry  on  both  kinds  of  business ;  great  bankers 
should  not  be  merchants,  and  great  merchants  should  not  be 
bankers.  The  Duty  of  a  banker  frequently  conflicts  with,  and  is 
antagonistic  to,  the  Interest  of  a  merchant.  A  banker's  duty 
is  to  keep  himself  always  in  a  position  to  meet  his  Habilities  on 
demand :  and  when  there  is  a  pressure  upon  him  it  is  his  duty  to 
raise  the  price  of  his  money.  But  the  Interest  of  a  merchant 
always  is  to  get  accommodation  as  cheap  as  possible.  Hence,  as 
the  Directors  emanate  exclusively  from  the  Commercial  body,  the 
Interest  of  the  body  from  which  they  come,  has  been  frequently 
opposed  to  their  Duty  as  Directors  of  the  Bank.  And,  formerly, 
it  cannot  be  denied,  that  their  sympathy  for  the  body  to  which 
they  belonged  has  interfered  with  their  proper  course  of 
action  as  Directors  of  the  Bank,  and  has  been  the  cause  of  many 
errors. 

The  whole  principles  of  the  subject  have  now  been  brought  to 
strictly  scientific  demonstration.     If,  therefore,  tlie  Directors  find 
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themselves  unable  to  withstand  Commercial  pressorey  and  fulfil 
their  undoubted  duty,  it  would  seem  to  raise  the  question  whether 
some  modification  of  the  constitution  of  the  Directorate  might  not 
be  desirable,  and  whether  a  certain  portion  of  them,  at  least, 
should  not  be  as  unconnected  with  conmierce,  as  private  bankers 
are.  There  are  very  good  reasons  why  tiiey  should  not  be 
excluuvely  taken  from  the  Commercial  body. 

The  overwhelming  weight  of  practical  considerations  is  in 
favour  of  restoring  the  Bank  to  its  original  condition,  and 
abolishing  the  separation  of  the  two  departments  ;  which  has  been 
shewn  was  intended  to  carry  out  a  particular  Theory,  but  which  it 
wholly  fails  to  do.  For  while  times  are  quiet,  or  even  during  a 
tolerably  severe  monetary  pressure,  the  Act  is  wholly  in  abeyance, 
it  is  utterly  inoperative.  But  when  a  real  commercial  crisis  takes 
place,  and  it  totally  fails  to  prevent  these,  as  it  was  expected  to  do 
— and  when  the  crisis  has  deepened  beyond  a  certain  degree  of 
intensity,  then  the  Act  springs  into  action  with  deadly  effect.  It 
prevents  by  Law  the  only  course  being  adopted,  which  the 
unvarying  experience  of  100  years  has  shewn  to  be  indispensable 
to  avert  a  panic,  namely,  a  timely  and  liberal  assistance  to  solvent 
houses:  then  follows  wild  panic;  and  if  the  Act  were  rigorously 
maintained,  then  universal  ruin. 

There  is  also  another  circumstance  of  the  greatest  importance 
to  be  observed,  but  which  has  not  obtained  sufficient  notice.  By 
the  Bank  Act  of  1883,  Bank  Notes  are  made  legal  tender  only 
while  tlis  Bank  pays  its  Notes  in  gold  on  demand.  As  soon  as  it 
ceases  to  do  so,  no  one  can  be  compelled  to  take  them,  any  more 
than  any  other  bank  notes.  Consequently,  if  the  Bank  were 
compelled  to  stop  payment  in  a  panic,  by  enforcing  the  Bank  Act 
of  1844,  to  its  last  extremity,  as  it  most  certainly  would  have  done 
in  1847,  1857,  and  1866,  its  Notes  immediately  cease  to  be  legal 
tender  by  the  Bank  Act  of  1833,  and  their  holders  could  not 
compel  any  one  to  receive  them  in  payment  of  a  debt. 

37.  In  the  debate  on  Mr.  Anderson's  motion  in  tiie  House  of 
Commons,  on  the  25th  March,  1878,  the  Chancellor  of  the 
Exchequer  seemed  to  turn  commercial  panics  into  ridicule.  He 
said  that  we  never  hear  of  military  panics  or  naval  panics ;  why 
then  should  we  hear  of  commercial  panics?  He  seemed  to 
consider  English  merchants  as  an  inferior  breed  of  men  to  English 
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soldiers  and  English  sailors.  For  once  the  Right  Honourable 
Gentleman's  acumen  was  at  fault.  The  analogy  is  wholly  erro- 
neous. It  is  the  duty  of  military  and  naval  men  to  face  death  ; 
it  is  their  profession.  But  it  is  not  the  duty  of  commercial  men 
to  face  ruin  with  equal  equanimity.  Under  the  modem  system  of 
commerce,  discount  is  as  necessary  to  commercial  existence  as  air 
is  to  the  life  of  the  body.  When  the  whole  commercial  conununity 
sees  the  very  means  of  their  existence  rapidly  diminishing  before 
their  eyes,  they  naturally  rush  to  obtain  Notes  while  they  can, 
and  on  such  occasions  no  raising  of  the  Rate  of  Discount  can 
check  the  demand.  If  they  cannot  get  Notes,  they  run  for  Gold. 
Such  a  state  of  things  naturally  and  inevitably  produces,  and 
invariably  will  produce  a  panic.  The  analogy  of  the  Black  Hole 
of  Calcutta  is  much  more  true.  When  150  wretched  men  were 
shut  up  for  a  whole  night,  in  a  tropical  climate,  in  a  room  less 
than  20  feet  square,  with  only  one  small  window  to  admit  air, 
they  naturally  fought  and  struggled  to  get  near  it  to  preserve  their 
existence.  Under  such  circumstances  there  was,  and  there  always 
would  be  a  panic.  So  in  the  commercial  world,  when  they  see  the 
very  means  of  their  existence  rapidly  diminishing  before  their  eyes, 
they  naturally  fight  and  struggle  to  get  possession  of  it,  and  they 
always  will  do  so  under  simikr  circumstances.  If  the  *'  Currency 
Principle"  were  carried  out  to  the  last  extremity  in  a  Monetary 
Panic,  the  survivors  of  the  commercial  community  would  not  be 
proportionately  more  numerous  than  the  survivors  of  the  Black 
Hole  of  Calcutta. 

Mr.  Gladstone  also,  in  the  same  debate,  said  that  the  Govern- 
ment would  consider  the  subject,  to  see  if  any  amendment  could 
be  introduced  into  the  Act.  But  he  said  that  such  an  amendment 
would  take  the  Act  as  its  basis  of  departure,  and  would  be  to 
strengthen  and  carry  out  its  principle.  But  no  human  ingenuity 
could  do  that.  The  Currency  Principle  is  that  1  is  equal  to  1. 
If  the  present  constitution  of  the  Bank  be  supposed  to  carry  out 
the  Currency  Principle,  then  2*6  must  be  held  to  be  equal  to  1. 
There  is  no  possible  method  of  carrying  out  the  "  Principle  "  of 
the  Act,  except  by  taking  away  all  the  Bank's  powers  of  making 
profits. 

The  true  object  of  the  Act  is  to  insure  the  convertibility 
of  the  Bank  Note.  But  the  Principle  of  the  Act,  or  the 
machinery  devised  for  that  purpose,  is  merely  a  means  to  that 
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end,  and  it  has  been  proved  to  be  defective.  A  better  means  of 
attaining  the  object  of  the  Act  has  been  asoertained  and 
demonstrated  to  be  trae  by  the  strictest  scientific  reasoning,  as 
well  as  by  abundant  experience,  since  the  passing  of  the  Act, 
which  is  acknowledged  to  be  efficaciooSy  and,  tlierefore,  the  Act 
is  no  longer  necessary.  The  necessity  of  passing  the  Act  was  a 
deep  discredit  to  the  Directors  of  the  Bank.  It  was  a  declaration 
that  they  were  not  competent  to  manage  their  own  business.  Bat 
now  that  they  have  shewn  that  they  are  perfectly  able  to  do  so,  it 
is  no  longer  necessary.  It  may  be  sometimes  necessary  to  put  a 
patient  into  a  strait  waistcoat ;  but  when  the  patient  is  perfectly 
recovered,  and  is  restored  to  his  right  mind,  the  strait  waist, 
coat  may  be  removed — especially  as  it  is  found  that,  under 
certain  circumstances,  the  strait  waistcoat  not  only  strangles 
the  patient,  but  scatters  death  and  destruction  all  around. 

38.  We  thus  see  that  Sir  Robert  Peel  was  greatly  deceived  iu 
his  expectation  that  the  limitation  of  the  Bank's  power  of  issue 
would  prevent  commercial  crises.  On  this  occasion  he  erred,  as 
so  many  others  have  erred,  in  Economics,  by  too  limited  a  con- 
sideration of  facts.  It  is  true  that  on  sonie  occasions  the  Bank 
had  fostered  an  over-spirit  of  speculation  by  too  profuse  an  issue 
of  notes.  But  commercial  crises  occur  from  other  causes  besides : 
they  have  occurred  when  there  was  no  profuse  issue  of  notes, 
and  in  places  where  there  were  no  notes  beyond  bullion. 
Whenever  there  are  expected  to  be  great  fluctuations  in  prices 
from  whatever  cause  arising — either  from  great  scarcity  or  from 
great  abundance — from  the  transition  from  peace  to  war,  or  from 
war  to  peace — from  the  discovery  of  new  profitable  openings  of 
every  description — ^from  great  disturbance  in  the  usual  course  of 
trade — the  speculative  or  gambling  propensity  is  sure  to  be 
called  forth,  and  lead  to  a  pressure  more  or  less  intense.  In 
1694  the  first  joint  stock  mania  took  place,  when  there  was  no 
excessive  credit.  In  1720  there  was  no  excessive  issue  of  notes. 
In  1763  there  was  no  excessive  issue  of  notes,  and  the  great 
conunercial  crisis  of  that  year  took  place  at  Amsterdam,  where 
the  ''Currency  Principle"  was  in  full  operation.  In  1772  there 
were  excessive  issues  of  notes,  which  greatly  conduced  to  the 
crisis.  In  1783  the  crisis  seems  to  have  been  due  to  the  transi- 
tion  from    war    to    peace.    Before   1793  there  were  excessive 
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issues  of  notes  by  the  miserable  traders  whom  the  monopoly  of 
the  Bank  permitted  to  grow  up  as  bankers.  Previous  to  1797 
the  Bank  itself  had  made  excessive  issues,  compelled  thereto  by 
Pitt.  In  1808  the  Bank  greatly  fostered  the  spirit  of  specula- 
tion. In  1824  and  1825  the  Bank  was  far  too  long  before  it 
contracted  its  issues.  So  also  in  1836  and  1839.  But  in  1847, 
1857,  and  in  1866,  the  great  crises  were  in  no  way  whatever 
attributable  to  excessive  issues.  In  1847  it  was  excessive  railway 
speculation.  In  1857  it  was  due  to  a  series  of  causes  wholly 
irrespective  of  issues,  and  in  that  year  the  severity  of  the 
crisis  at  Hamburg,  where  the  "  Currency  Principle  "  is  carried 
out,  and  was  so  great  that  the  Government  was  obliged  to 
oome  forward  to  create  a  solid  credit  to  support  solvent  houses. 
In  1866  there  were  no  excessive  issues  of  notes.  The  most 
bigotted  opponent  of  the  Bank  could  by  no  possibility  say  that 
the  crises  of  1857  and  1866  were  in  any  way  whatever  attri- 
butable to  the  Bank,  or  could,  by  any  possibility,  have  been  averted 
by  any  management  of  the  Bank. 

The  crisis  of  1808  was  due  to  the  sudden  opening  of  the 
South  American  markets.  That  of  1825  to  the  anticipated 
profits  on  working  foreign  mines.  That  of  1836  partly  to  the 
rapid  extension  of  Joint  Stock  Banks.  That  of  1847  to  ex- 
cessive railway  speculations.  That  of  1857  to  excessive  trading 
especially  in  America.  That  of  1866  to  the  too  rapid  extension 
of  Financial  Companies  on  the  limited  liability  principle.  Hence 
we  see  that  a  law  made  on  the  supposition  that  all  crises  are 
caused  by  a  single  circumstance,  and  whose  operation  is  only 
adapted  to  that  cause,  must  necessarily  fail. 

Sir  Robert  Peel  was  further  in  error  in  saying,  that  during 
periods  of  commercial  crisis  private  persons  make  advances. 
It  may,  perhaps,  happen  that  here  and  there  a  private  person 
may  assist  a  friend,  but,  as  a  general  rule,  it  is  wholly  without 
foundation.  It  was  observed,  before  the  passing  of  the  Act, 
that  in  times  of  commercial  pressure  there  was  a  general  ten- 
dency to  hoard.  This  was  observed  in  1825,  in  1836,  and  in 
1889.  And  this  tendency  was  greatly  aggravated  by  the  Act 
of  1844,  and  was  displayed  with  far  greater  intensity  in  1847. 
When  the  public  saw  that  the  Bank's  reserve  was  diminishing  so 
r^>idly,  and  no  one  knew  what  would  be  done,  a  general  rush 
was  made  at  its  notes,  and  thoy  were  hoarded  away  in  millions. 
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No  sooner  was  the  Act  suspended  than  thej  came  forth  in 
millions  jfh>m  their  hiding  places,  and  the  panic  passed  away. 
Therefore,  in  this  fnndamental  point,  there  is  no  doubt  whatever 
that  Sir  Robert  Peel  was  entirely  wrong,  and  that  the  allegation 
of  the  opponents  of  the  Act  is  strictly  justified — that,  when  a 
pressure  reaches  a  certain  point,  the  Act  aggravates  and  inten- 
sifies it  into  a  panic,  which  can  only  be  allayed  by  the  suspension 
of  the  Act. 

Moreover,  Sir  Robert  Peel  was  quite  mistaken  in  supposing 
that  bankers  only  make  advances  out  of  bond  fide  capital.  This 
is  so  fidly  set  forth  in  the  section  on  the  Theory  of  Banking, 
that  we  need  only  remind  our  readers  that  all  banking  advances 
are  made,  in  the  first  instance,  by  creating  orkdit.  Every 
banker  knows  perfectly  well  that  an  excessive  restriction  of  credit 
causes  and  produces  a  run  for  gold.  When  the  banks  see  that 
they  can  get  no  assistance  ^m  the  Bank  of  England,  they  must 
cease  discounting.  But  if  they  cease  discounting,  their  custo- 
mers have  still  engagements  to  meet,  which,  of  course,  they  will 
do  as  long  as  they  can ;  and,  in  order  to  do  so,  they  have  no 
other  resource  but  to  draw  their  balances,  and  this,  of  course, 
will  end  in  making  their  bankers  stop  payment;  and  bankers  and 
customers  will  fall  together. 

Many  persons  have  observed  that  the  variations  in  the  Rate  of 
Discount  have  been  much  more  frequent  since  the  Act  than  before 
it ;  and  they  maintain  that  the  Bank  Act  is  the  cause  of  these 
variations.  In  answer  to  this,  it  may  be  said  that  it  was  the  very 
fixedness  of  the  Rate  of  Discount  in  former  times  that  was  the 
main  cause  of  many  calamities ;  and  that  if  the  variations  had 
been  more  frequent  and  severe,  these  calamities  would  have  been 
saved.  And  as  for  the  frequent  variations  since  the  Act,  it  may 
be  confidently  said  that  the  Bank  Act  is  in  no  way  whatever  their 
cause.  Their  true  cause  is  the  increased  knowledge  of  the  true 
scientific  principles  of  Banking,  and  the  increased  speed  and 
cheapness  with  which  bullion  now  flies  ftx)m  one  commercial 
centre  to  another. 

These  considerations  give  a  final  and  conclusive  answer  to  those 
persons  who  conceive  that  the  Rate  of  Discount  can  be  kept  fixed. 
These  variations  are  in  modem  times  absolutely  indispensable,  and 
the  only  method  by  which  the  Bank  can  preserve  its  security. 
They  must  necessarily  have  been  made,  had  the  Bank  Act  never 
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existed  at  all.  In  fact,  if  this  principle  of  controlling  the  Paper 
Currency  had  been  understood  and  acted  upon  in  former  times, 
there  never  would  have  been  any  necessity  for  the  Act.  It  was 
the  very  ignorance  or  neglect  of  this  principle  which  had  brought 
the  Bank  into  danger  so  many  times  before. 

89.  It  is  a  matter  of  very  serious  doubt  indeed  whether  the 
sweeping  words  of  the  Bank  Act  of  1844  have  not  rendered  all 
English  banking  illegal.  For  the  1 1th  section  enacts,  in  the  broadest 
possible  terms,  that  no  banker  "  shall  make  any  engagement  for 
the  payment  of  money  payable  to  bearer  on  demand."  Now  we 
have  shewn  the  utter  misconception  of  the  very  nature  of  banking 
business  so  generally  prevalent,  even  among  persons  who  might 
naturally  have  been  expected  to  have  been  better  informed.  Thus, 
even  Gilbart  and  Lord  Overstone  consider  the  business  of  banking 
to  consist  in  borrowing  money  from  one  set  of  persons  and  lending 
it  to  another.  So,  also,  paragraph  62  of  the  Beport  of  the 
Committee  of  the  House  of  Commons  on  the  crisis  of  1867; 
among  other  errors  and  misconceptions,  which  we  have  already 
refuted,  says — "the  use  of  money,  and  that  only  they  regard 
ad  the  province  of  a  bank,  whether  a  private  person  or 
incorporation,  or  of  the  banking  department  of  the  Bank  of 
England." 

Now  we  have  over  and  over  again  pointed  out  that  this  is  the 
business  of  a  Bill  Discounter,  and  not  of  a  "  Banker."  A  banker 
never  lends  money  in  the  first  instance ;  we  have  abeady  explained 
that  the  very  essence  of  banking  is  to  create  Credit,  or  liabihties 
payable  to  bearer  on  demand.  But  to  shew  the  utter  miscon- 
ception of  the  very  nature  of  the  business  prevalent  among  men 
who  are  supposed  to  be  authorities  on  the  subject,  we  have  only  to 
quote  from  the  evidence  given  before  the  Committee  just 
mentioned.  A  merchant  was  being  examined  as  to  the  pressure 
in  America  in  the  autumn  of  1857.  He  was  questioned 
by  Mr.  Wilson  as  to  the  transactions  of  the  American  banks. 

Q.  4941.  Are  you  aware  that  during  the  last  two  or  three 
years,  while  the  circulation  of  notes  had  not  increased  at  all,  or 
had  increased  to  the  very  smallest  possible  amount,  the  amount 
of  advances,  as  shewn  by  those  accounts,  had,  as  you  have  referred 
to,  increased  to  a  very  enormous  amount  ? — Yes  ;  I  must  apologise 
for  the  answer  I  gave;   I  meant  the  advances  when  I  said  the 
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notes ;  /  meant  the  UabilUy  of  the  bank  /rom  its  advances  made  on 
securities. 

4942.  Chairman  (Mr.  CardweU). — The  mere  act  of  making  an 
advance  does  not  render  a  person  liable;  of  coubse,  thb  liabilttt 

IS  THE  other  way  ? — ^TcS. 

4943.  Will  you  trace  the  process  bj  which  the  banks  increased 
their  own  liabilities  by  making  ad?ances  to  others  ? — Looking  at 
the  securities  which  they  held  from  other  parties  by  making 
advances  to  a  number  of  merchants  to  a  larger  amount  than  usual, 
they  felt  that  the  indebtedness  of  these  parties  to  them  were  more 
than  was  prudent 

4944.  Mr.  WQson — Do  you  mean  that  the  banks  had  made 
undue  and  imprudent  advances  in  the  loan  of  their  capital 
BJid  deposits? — I  apprehend  that  they  thought  so 

4947.  But  it  would  be  either  i^m  deposits  or  from  capital 
that  increased  advances  could  be  made  by  *the  banks? — 
Certainly. 

Now  these  extracts  shew  that  neither  Lord  Cardwell  nor  Mr. 
Wilson  truly  apprehended  the  nature  of  banking  business.  No 
doubt,  in  ordinary  cases  of  advances  by  private  persons,  the 
person  who  makes  an  advance  does  not  create  a  liability ;  but  it  is 
just  in  this  that  the  exceptional  nature  of  "banking"  consists. 
A  banking  advance  is  always  in  the  first  instance  a  liability. 
When  Mr.  Wilson  asked  whether  banks  do  not  make  advances  by 
a  loan  of  their  capital  or  deposits,  he  shewed  that  he  was  equally 
ill  informed ;  for  we  have  pointed  out  that  the  money  deposited  is 
not  in  banking  language  called  a  "  deposit ; "  it  is  an  "  asset;"  the 
"  deposit "  is  the  credit  created  in  exchange  for  it ;  but  when  a 
banker  discounts  a  bill  by  creating  a  Credit,  or  liability,  that 
Credit  is  equally  called  a  "  deposit."  Bankers,  therefore,  do  not 
make  advances  out  of  their  "deposits;"  but  they  make  advances 
by  creating  deposits,  or  credits.  Surely  we  may  marvel  that  such 
extraordinary  ignorance  of  the  mechanism  of  banking  should  pass 
unchallenged  by  the  Committee,  who  counted  more  than  one 
banker  among  its  members.  At  all  events,  we  may  cease  to 
wonder  at  the  futile  nature  of  Parliamentary  inquiries  into  banking, 
when  those  who  conduct  them  display  such  ignorance  of  the  facts 
of  what  they  are  inquiring  about  as  would  make  them  the  laughing 
stock  of  any  bank  clerk. 

Equally  ill  informed  also  was  Mill  as  to  the  very  routine  business 
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of  banking ;  for  in  the  early  editions  of  his  Political  Economy^  he 
has  this  note  in  his  chsCpter  on  the  Regulation  of  Gurrency,  Book 
III.,  ch.  24,  §  3. — "  It  would  not  be  to  the  purpose  to  say,  by  way 
of  objection,  that  the  obstacle  may  be  evaded  by  granting  the 
increased  advance  in  book  credits,  to  be  drawn  against  by  cheqaes, 
without  the  aid  of  bank  notes.  This  is,  indeed,  possible,  as  Mr. 
Fullarton  has  remarked,  and  as  I  have  myself  said  in  a  former 
chapter.  But  this  substitute  for  bank  note  currency  certainly  has  not 
yet  been  organised;  (/ .')  and  the  law  having  clearly  manifested  its 
intention  that  in  the  case  supposed,  increoMd  Credits  should  not  be 
granted,  it  is  yet  a  problem  whether  the  law  would  not  reach  what 
might  be  regarded  as  an  evasion  of  its  prohibitions,  or  whether 
deference  to  the  law  would  not  produce  (as  it  has  hitherto  done !) 
on  the  part  of  banking  establishments,  conformity  to  its  spirit  and 
purpose,  as  well  as  to  its  mere  Jetter." 

Now  what  Mill  in  this  extract  said  has  never  yet  been  organised 
happens  to  be  the  precise  thing  in  which  **  banking "  consists ! 
It  is  right  to  add  that  in  the  later  editions  of  his  work  this  para- 
graph has  been  omitted. 

But  though  Mill  shewed  his  ignorance  of  the  existing  facts  in 
this  case,  his  admission  is  valuable  that  this  practice  is  a  direct 
violation  of  the  spirit  and  purpose  of  the  Bank  Act ;  but  whether 
it  is.  not  also  a  direct  violation  of  its  letter  is  very  seriously 
doubtful. 

All  banking  advances,  then,  are  made  by  creating  Credit  or 
Deposits;  and  whether  this  Credit  is  transferred  from  one  person 
to  another,  by  means  of  Bank  Notes,  or  Cheques,  in  no  way  affects 
its  nature  or  it  quantity.  And  it  is  this  very  thing  which  is 
already  creating  so  much  alarm  in  the  minds  of  many  persons 
when  they  see  the  huge  mass  of  deposits,  or  Banking  Credits, 
reared  up  by  the  London  Banks,  on  so  slender  a  basis  of  bullion : 
for  these  Deposits  are  in  reality  neither  more  nor  less  than  so  many 
Bank  Notes  in  disguise. 

Now  when  a  banker  creates  a  Credit  in  his  customer's  favour, 
either  in  exchange  for  money,  or  bills,  or  any  other  security,  by  the 
fundamental  contract  between  banker  and  customer  he  engages  to 
pay  this  Credit  to  his  customer,  or  to  any  ofie  else  to  whom  his 
customer  may  assign  it:  and  in  token  of  this  he  dehvers  to  his 
customer  a  book  containing  blank  slips  payable  to  bearer  on 
demand,  or  to  order  on  demand,  called  in  modem  commercial 
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language  Cheqnet.  The  very  eBsenoe  and  business  of  banking 
consists  in  ^  making  engagements  to  pay  money  payable  to  bearer 
on  demand.^  It  may  be  said,  indeed,  that  a  bcmker  is  not  a  party 
to  the  cheqne :  tme,  his  name  is  not  on  the  face  of  tiie  instroment, 
as  an  obligor ;  bat  he  is  band  fids,  and,  in  reaUty,  a  party  to  it  so 
long  as  he  has  funds  to  meet  it :  for  it  is  a  legal  liability  of  his  to 
pay  his  customer,  or  any  one  his  customer  may  assign  it  to ;  and 
by  the  very  fact  of  his  creating  the  Credit,  he  authorises  his 
customer  to  put  it  into  circulation*  So  long  as  his  customer  does 
not  exceed  the  amount  at  the  credit  of  his  account,  the  banker  is 
legally  a  sleeping  party  to  the  cheque. 

Now,  suppose  that  two  men  agree  to  assail  a  traveller;  one  of 
them  points  a  loaded  pistol  at  the  traveller's  head,  the  other  pulls 
the  trigger :  both  are  equally  guilty  of  the  murder.  Suppose 
one  man  hghts  a  match  and  gives  it  to  another  man,  and  tells 
him  to  set  the  house  on  fire,  both  are  equally  guilty  of  the  arson. 

The  very  same  argument  applies  to  the  ordinary  routine  business 
of  banker  and  customer.  The  law  distinctly  says  that  no  banker 
**  shall  make  any  engagement  to  pay  money  payable  to  bearer  on 
demand."  But  the  ordinary  routine  business  of  a  banker  to 
create  a  credit  in  favour  of  his  customer  which  he  expressly 
authorises  his  customer  to  make  payable  to  bearer  on  demand, 
and  to  put  it  into  circulation.  Now  what  is  this  transaction  but  a 
clear  conspiracy  between  the  banker  and  the  customer  to  violate 
the  express  words  of  the  Bank  Charter  Act  of  1844?  The  banker 
creates  the  engagement,  and  the  customer  puts  it  into  circulation. 
The  banker  loads  and  points  the  pistol  at  the  Bank  Act,  and  the 
customer  pulls  the  trigger :  or  the  banker  lights  the  match  and 
delivers  it  to  the  customer  who  consumes  the  Act.  How  is  this 
transaction  one  whit  less  a  conspiracy  in  law  than  in  the  case  of 
the  marder  or  the  arson  ? 

Of  course,  the  whole  difficulty  has  been  created  by  the  gross 
ignorance  of  those  who  drew  the  Act  of  the  routine  business  of 
banking:  but  that  is  no  business  of  ours.  There  stand  the 
distinct  words  of  the  Law;  and  there  are  the  actual  facts  of 
banking ;  and  it  is  not  possible  for  the  wit  of  man  to  reconcile 
them. 

40.  The  subject  cannot  fail,  we  think,  very  soon  to  engage  the 
attention  of  the  Courts  of  Law  and  the  Legislature,  for  very 
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recently  a  new  institution  has  been  founded  which  is  a  still  bolder 
contravention,  not  only  of  the  Bank  Charter  Act  of  1844,  but  of 
all  our  monetary  legislation  for  the  last  hundred  years,  with  a 
certain  exception. 

This  Bank  is  called  the  Cheque  Bank,  and  we  will  first  describe 
its  method  of  business,  and  then  compare  it  with  the  existing 
monetary  Laws. 

It  receives  Money  only,  and  in  exchange  for  this  money  it  issues 
an  exactly  equal  amount  of  cheques  payable  to  order,  and  crossed 
with  the  words "  &  Co." 

Thus,  suppose  a  person  pays  in  £50;  it  will  give  him  a  book 
containing  ten  cheques  payable  to  order  and  crossed,  and  perforated 
with  the  mark  not  exceeding  £5.  The  customer  may,  of  course, 
fill  up  the  cheque  with  £5,  or  any  less  sum ;  but  not  with  any 
greater  sum :  and  supposing  that  any  balance  remains  after  the 
customer  has  exhausted  the  10  cheques,  the  bank  will  give  him 
cheques  to  the  amount  of  the  balance. 

As  the  cheques  are  crossed,  it  pays  no  money  over  the  counter, 
but  all  its  cheques  must  pass  through  the  hands  of  a  banker,  and 
are  only  payable  to  a  banker.  But  though  the  Bank  itself  only 
pays  them  to  a  banker,  any  banker  or  other  person  may  give  cash 
for  them  just  in  the  same  way  as  for  an  ordinary  cheqtie,  and  in 
the  first  year  of  its  existence  it  has  abeady  established  relations 
with  about  1,500  home,  foreign,  and  colonial  banks,  which  will  cash 
its  cheques. 

The  plan  adopted  by  this  Bank  obviates  an  objection  to  which 
ordinary  cheques  are  liable :  when  a  customer  places  money  with 
an  ordinary  banker,  the  banker  gives  him  a  cheque  book,  but 
there  is  no  security  that  the  customer  may  not  draw  cheques  in 
excess  of  the  credit  he  has  in  the  Bank :  consequently,  no  one  who 
takes  an  ordinary  cheque  has  any  guarantee  that  the  drawer  has 
any  funds  to  meet  it.  But  this  cannot  happen  with  the  cheques 
of  the  Cheque  Bank.  They  are  not  issued  except  in  exchange  for 
money:  and  any  one  who  takes  one  of  them  is  positively  assured 
that  it  will  be  paid.  These  cheques,  therefore,  have  all  the  actual 
security  of  cash.  They  are  intended  by  the  promoters  of  the  bank 
to  be  received  as  a  substitute  for  cash ;  and  already  several 
Railway  and  other  companies  have  agreed  to  receive  them  as  cash. 
The  Directors  also  propose  to  supersede  Post  Office  Orders ;  and 
there  can  be  no  doubt  that  they  are  far  more  convenient  and 
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cheaper  than  Post  Office  Orders.  As  the  Directors  take  care  to 
issue  no  more  cheques  than  money  paid  in,  they  publicly  announce 
that  none  of  their  cheques  will  ever  be  refosed,  however  long  it 
may  remain  in  circulation.  These  cheques  are,  therefore,  in  reality, 
crossed  Bank  Notes. 

Now  we  do  not  intend  for  one  moment  to  question  the  merit, 
the  ingenuity,  and  the  utility  of  this  bank.  But  the  question 
is — How  does  it  consist  with  the  whole  of  our  monetary  legislation 
for  the  last  hundred  years,  as  well  as  with  the  Bank  Act  of  1844  ? 
About  one  hundred  years  ago  many  parts  of  the  country  were 
deluged  with  silver  notes  for  5s.  and  lOs.,  and  even  less:  they 
were  found  such  an  intolerable  nuisance  that  an  Act  was  passed  in 
1775  to  prohibit  all  notes  under  20s.;  and  in  1777  another  Act 
was  passed,  prohibiting  all  notes  under  £5.  And,  With  the 
exception  of  the  period  between  1797  and  1829,  it  has  been  the 
inflexible  determination  of  the  Legislature  to  prohibit  any  banking 
obligations  payable  to  bearer  on  demand,  for  less  than  £5,  from 
being  issued  and  circulated.  And  since  the  Bank  Act  of  1844, 
even  this  right  has  been  restricted  to  those  bankers  who  were  in 
existence  at  that  period.  No  new  banks  may  issue  obligations 
payable  to  bearer  on  demand.  It  was  even  for  a  long  time  illegal 
to  draw  cheques  for  less  than  £5,  though  that  restriction  is  now 
removed.  It  is  perfectly  well  kno\^Ti  that  coin  cannot  circulate 
along  with  paper  of  the  same  denomination ;  consequently,  for  a 
hundred  years  it  has  been  the  settled  purpose  of  Parliament  that 
no  paper  shall  come  into  competition  with  the  coin  of  the 
realm. 

Now  the  Cheque  Bank  publicly  guarantees  the  payment  of  all 
its  cheques.  It  is,  therefore,  avowedly  a  pjirty  to  them.  What, 
then,  prevents  them,  or  is  supposed  to  prevent  them  from  being 
an  express  \iolation  of  the  words  of  the  Bank  Charter  Act  ? — 

Ist.  It  is  said  that  they  are  issued  payable  to  order  on  demand, 
and  not  to  bearer  on  demand. 

Now,  this  cannot  save  them  fix)m  the  penalties  of  the  Act, 
because  as  soon  as  the  payee  has  indorsed  them,  they  become 
payable  to  bearer  on  demand ;  and,  consequently,  the  bank  is  a 
party  to  an  obligation  payable  to  bearer  on  demand  contrary  to  the 
express  words  of  the  Act. 

This  subtlety,  therefore,  will  not  hold  water  for  an  instant. 

2nd.    But  there  is  a  second  one.    The  cheques  are  crossed,  and, 
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therefore,  thejr  are  not  literally  payable  over  the  counter  to  hearer 
on  demand ;  bat  only  to  the  bearer's  *  banker,  or  agent,  on 
demand. 

Now  this  is  the  sole  subtlety  which  is  supposed  to  save  these 
instruments  from  being  a  direct  violation  of  the  Bank  Act. 
They  are  distinctly  Bank  Notes — ^but  they  ^x^'crossed  Bank  Notes, 
and,  therefore,  are  supposed  to  evade,  by  the  skin  of  their  teeth, 
the  precise  words  of  the  Act.  Now  it  is  a  well  known  maxim  of 
law,  that  no  one  shall  do  indirectly  what  the  law  forbids  to  be 
done  directly.  Now  the  Law  most  expressly  forbids  any  banking 
obligations  payable  to  bearer  on  demand  to  be  issued ;  and  it  is 
supposed  that  it  will  allow  its  solemn  purpose  to  be  set  aside  by  the 
flimsy  dodge  of  making  the  obligations  payable  to  bearer's  agmi 
on  demand ! 

Now  whether  a  Court  of  Law  could,  by  any  possibility,  hold 
that  these  ingenious  gentlemen  have  succeeded  in  evading  the 
precise  letter  of  the  Law,  we  shall  say  nothing ;  because  we  little 
doubt  but  that  before  very  long  the  question  will  be  formally 
investigated. 

But  there  can  be  no  possible  doubt  that  these  instruments, 
these  crossed  Bank  Notes,  are  an  utter  and  complete  violation  of 
the  manifest  purpose  and  intention,  not  only  of  the  Bank  Charter 
Act,  but  of  all  our  monetary  legislation  for  the  last  century. 
For  what  is  easier  than  for  the  Bank  and  its  customers  to  agree  to 
make  these  Cheques  for  £1,  and  put  them  into  circulation? 
Then  we  have  at  once  £1  Bank  Notes.  So  also  the  cheques  for 
lOs.  and  5s.  are  the  old  silver  notes  back  again.  If  the  Cheque 
Bank  may  do  this  with  impunity,  why  may  not  every  other  bs^ 
in  the  kingdom  do  the  same  ? 

The  Cheque  Bank  professes,  for  the  present  at  least,  to  issue  its 
cheques  only  in  exchange  for  cash.  But  if  it  does  so  in  exchange 
for  cash,  what  is  there  to  prevent  them  from  issuing  them  in 
exchange  for  bills  and  other  secu^ties?  And  why  should  not 
every  other  Bank  do  precisely  the  same  thing,  if  the  Cheque 
Bank  may  ?  If  the  crossing  is  sufficient  to  save  them  from  the 
penalties  of  the  Act,  they  may  equally  be  issued  in  exchange  for 
bills  and  other  securities. 

No  bank  discounts  a  bill,  or  creates  a  credit  in  favour  of  a 
customer,  unless  it  believes  its  advance  secured.  And  if  it  creates 
a  credit  in  his  favour  which  he  may  the  very  next  instant  demand 
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payment  of  in  caah,  it  may  jnst  as  well  give  him  tbese  croflBed 
Bank  Notefl,  which  will  probably  remain  some  time  in  drcnladon. 
There  ia  nothing  ?ranting  bnt  that  the  banker  and  the  coatomer 
ahoold  agree  to  draw  these  cheques  for  even  sums  snch  as 
£5  and  £1,  or  any  others,  and  we  have  at  once  the  power 
of  unlimited  iasues  of  Bank  Notes  restored  to  the  banks. 

Now  if  it  should  be  found  that  tiie  ingenuity  of  these  gentlemen 
has  been  sucoessftily  they  will  have  completely  picked  the  lode  of 
the  Bank  Charter  Ac^  and  opened  the  floodgates  to  inundate 
the  country  with  boundless  quantities  of  paper  money,  which 
it  has  been  the  settled  purpose  of  the  Legislature  to  suppreas. 

The  directors  of  the  bank,  to  do  them  justice,  make  no  secret 
of  their  intentions;  they  intend  to  revolutionise  the  banking 
system  of  the  country,  and  they  will  assuredly  do  it,  if  their 
experiment  is  allowed  to  proceed.  For  this  bank  is  the  germ  of  a 
system  which  will  reduce  all  our  monetary  laws  and  Bank  Charter 
Acts  to  waste  paper. 

After  the  passing  of  the  Bank  Act  of  1844,  a  custom  sprang 
up  in  some  of  the  Midland  Counties  of  customers  drawing  cheques 
on  their  bankers,  which  the  banker  accepted.  These,  of  course, 
were  simply  Bank  Notes :  and  a  clause  was  inserted  in  the  Stamp 
Act  of  1854  to  preclude  such  proceedings. 

Thus  the  Legislature  has  manifested  its  flzed  determination  to 
suppress  banking  obligations  payable  to  bearer  on  demand ;  and 
when  certain  parties  had  discovered  what  they  thought  a  loop-hole 
in  the  Act,  Parliament  inmiediately  took  care  to  stop  it  up.  Now 
is  it  likely  that  when  the  Law  Officers  of  the  Crown  and  the 
Chancellor  of  the  Exchequer  are  fully  aware  of  the  inevitable 
consequences  which  will  sooner  or  later  follow  from  the  operations 
of  this  bank,  they  will  suffer  it  to  exist  ?  Cheque  Bank  cheques 
are  nothing  more  than  accepted  cheques,  which  have  already  been 
put  down  by  law.  The  express  purpose  of  Parliament  is  to 
suppress  unlimited  issues  of  circulating  Banking  Credit,  and  is  it 
likely  that  they  will  permit  their  fixed  determination  to  be  set  at 
nought  by  the  paltry  quibble  that  these  Bank  Notes  are  not 
payable  to  hearer  on  demand,  but  to  hearer's  agent  on  demand  ? 
The  ingenious  gentlemen  who  devised  the  Cheque  Bank 
have  laid  a  cockatrice's  Qggy  which,  if  suffered  to  come  to 
maturity,  will  inevitably  devour  the  Bank  Charter  Act. 
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41.  This  circumstance  will,  no  doubt,  tend  to  accelerate,  what 
statesmen  of  all  parties  are  bo  anxious  to  avoid,  a  thoroagh  and 
searching  investigation  into  tlie  wliole  of  our  BanliiDg  system. 
But,  however  they  may  strive  to  abkve  it  off,  such  aii  inquiry  wil! 
inevitably  come.  For  each  aucceeding  crisis  will  be  more  severe 
than  its  predecessor.  In  1847,  the  first  crisis  after  the  Act  of 
1844,  the  Credit  system  was  comparatively  small ;  it  had  greatly 
iucrcBaed  in  1857,  and  the  crisis  was  more  severe ;  in  186G  it  had 
greatly  increased,  and  tlie  crisis  was  far  more  terrible  ;  and  bo  il 
will  be  in  future.  Every  year  the  system  of  Credit  is  attaining 
more  colossal  dimensions,  and,  like  a  huge  octopus,  it  now  grasps 
all  classes  and  almost  all  persons  in  its  embrace.  And,  like  the 
throes  of  Enceladus,  it  will  periodically  convnlse  the  worid,  nntit 
it  is  settled  on  true  scientiiic  principles. 

That  this  work  is  subversive  of  the  dominant  opinions  of  the 
day  is  true.  But,  as  the  great  Attic  Tragedian  says — "  Ideas  have 
more  power  than  the  force  of  arms."  Ideas  are  no  respecters  of 
persons :  they  will  sap  the  power  of  rank,  of  wealth,  of  numbers, 
of  authority.  This  work  resteres  the  great  line  of  orthodox 
opinion  so  rudely  broken  of  recent  years.  It  is  the  lineal 
repreaontative  of  the  ideas  of  Bcrke,  of  Kino,  of  Thoknton,  of 
HoRNEB,  of  HusKissoN,  of  the  Bullion  Report,  and  of  the 
Fbameks  of  the  AtT  OF  1819.  It  adopts  and  exjilains  their 
principles  so  far  as  they  went,  and  completes  their  Theory  in  the 
point  in  which  it  was  defective ;  and  the  method  of  giving  effect 
to  their  doctrines,  namely,  by  adjusting  the  Rate  of  Discount  by 
the  state  of  the  Foreign  Exchanges  and  the  state  of  the  Bullion, 
which  we  first  developed  in  1856,  is  now  nniversally  admitted  te 
be  the  true  method,  and  adopted  by  every  Bank  in  the  world. 
The  ideaa  and  the  doctrines  of  the  men  who  inflnenced  Peel 
in  framing  his  Bank  Act  are  now  completely  discredited 
and  effete,  and  they  want  nothing  but  an  examination  by 
competent  judicial  authority,  to  be  utterly  condemned  and 
exploded. 

42.  There  are,  in  truth,  laws  of  nature  in  the  industrial  world, 
■B  well  aa  in  the  physical  world ;  and  a  systematic  attempt  to 
Tiolate  them  terminates  in  disaster,  as  surely  and  as  certainly  as  a 
■yatematie  disregard  of  the  laws  of  nature  In  the  phyaical  world. 
It  may  be  a  long  time  before  the  mischief  is  develoi»d,  miy,  for  ii 
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considerable  time  the  results  may  appear  to  be  beneficial ;  bat 
in  the  long  nm  the  faulty  principle  is  sure  to  produce  its 
fruits — 

Baro  anteoedentem  soelertiim 

Deeeruit  pade  pcena  elaodo. 

Now  the  great  law  of  nature  in  the  industrial  world  is  Fbks 
Trade.  There  is  nothing  more  certain  in  all  the  range  of 
science^  than  that  ezclnsiye  privileges  in  commerce  are  great 
Tioladcms  of  natural  right  Trading  monopolies  are  moral 
crimes.  When  Parliament  sold  to  the  Bank  of  England  the 
exclusive  monopoly  of  banking,  rr  sold  what  it  had  no  right 
TO  BELL.  It  had  no  more  right  to  sell  to  one  body  of  persons 
the  right  of  carrying  on  the  business  of  banking  than  it  had  to 
sell  a  monopoly  of  tiie  business  of  bookselling,  or  leather  dress- 
ing, or  any  other  trade  whatever.  This  monopoly  was  as 
unjust  and  as  pernicious  as  any  of  those  which  the  Commons 
of  Elizabeth  and  James  I.  had  rebelled  against  For  a  consider- 
able period  everything  seemed  to  go  well.  The  Bank  oi 
England  rendered  unquestionable  services  to  the  State — so 
might  any  other  trading  corporation  in  its  line— and  any  other 
corporation  might  have  done  the  same,  if  they  had  been  per- 
mitted. But,  nevertheless,  the  principle  of  the  monopoly  was 
utterly  vicious;  and  Time,  the  avenger,  brought  retribution 
at  last  Injustice  slumbers  long,  but  it  is  sure  to  have  its 
revenge  at  last  When  in  the  natural  course  of  events,  the  com- 
merce and  wealth,  and  increasing  spirit  of  enterprise,  demanded 
an  increased  currency,  and,  save  for  this  monopoly,  powerful  and 
wealthy  companies  would  have  been  formed  in  the  metropolis 
with  ramifications  all  over  the  country,  these  unjustifiable  pri- 
vileges of  the  Bank  prevented  them.  The  Bank  would  neither 
supply  this  currency  itself,  nor  permit  any  other  powerful  com- 
pany to  do  so.  The  consequence  was  that  the  duty  of  supplying 
the  necessary  currency  fell  into  the  hands  of  any  grocer,  or  tailor, 
or  cheesemonger  who  chose  to  call  himself  a  banker.  Their 
power  was  unlimited.  Then  came  1793;  then  1797;  then  the 
long  series  of  disasters  from  1810  to  1816 ;  and  then  1825. 

When,  in  the  course  of  less  than  thirty-five  years,  men 
had  seen  the  whole  of  England  shaken,  from  end  to  end,  by 
those  tremendous  banking  catastrophes,  which  seemed  to  be  of 
periodical  recurrence,  they  turned  to  the  example  of  a  countrj, 
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where,  though  there  had  been  eommercial  difficulties,  there  never 
bad  beea  any  bonking  diBasterB  at  ail  comparable  to  those  of 
England.  Manj  private  bankerg,  it  is  true,  had  failed,  but, 
except  the  Ayr  Bank,  up  to  I8S6  no  joint  stock  bank  had  failed. 
A  very  Btrong  and  general  demand,  therefore,  arose  for  the  Scotch 
Bystem  i  many  persona  thinking  that  because  the  Scotch  banks 
were  joint  stock  banks,  joint  stock  banks  were  all  that  was 
requisite  to  obtain  security.  When,  therefore,  the  monopoly  of 
the  Bank  was  partially  broken  np  in  162B,  they  expected  to  enjoy 
eimilar  prosperity  and  safety  to  what  Scotland  had  done;  and 
when,  after  an  experience  of  fourteen  years,  they  found  that 
the  joint  stock  banks  were  equally  ill  managed,  and  scarcely 
more  secure  than  the  private  banks,  great  and  bitter  disap- 
pointment ensued,  and  joint  stock  banking  becune  a  byeword 
of  reproach. 

But,  in  truth,  the  canses  of  this  are  very  evident.  In  Scotland 
the  growth  of  bankiug  had  been  extremely  gradual.  The  first 
joint  stock  bank  was  founded  in  1695,  the  second  in  17^7,  the 
next  in  1747,  and  except  a  few  country  ones,  no  new  one  of  any 
magnitude  was  founded  till  1810.  The  oonseqaence  was  that  tbey 
gradually  expanded  with  the  increasing  wealth  of  the  country; 
they  grew  with  its  growth.  Moreover,  they  correspondingly 
increased  their  capital.  Wlien  the  country  required  additional 
accommodation,  it  was  done  chiefly  by  throwing  ont  branches  from 
the  pareot  establishments  in  the  capital,  so  that  tliey  had  all  the 
experience  and  effective  control  of  the  superior  officers.  At 
present  there  are  but  eleven  distinct  establishments,  but  these  have 
878  branches,  extending  into  every  village  in  the  kingdom.  It  is 
calculated  there  is  a  banking  office  for  every  4,000  people.  These 
are  all  independent  institutions,  depending  upon  their  own  wealtli 
and  resources.  But  when  the  teirible  monetary  convulsions  in 
England  caused  a  breach  to  be  made  in  the  monopoly  of  the  Bankf 
it  was  only  a  partial  one,  a  large  portion  still  remained  and 
exercised  its  deadly  influcnc*.  When  the  new  joint  stock  banks 
were  fonued  they  were  merely  local  banks,  all  as  dependent 
on  the  Bank  of  England  as  the  privutfi  banks  had  been.  Ttte 
Bank  maintained  its  exclusive  privileges  within  sixty-five 
miles  of  the  metropolis;  and  this  was  the  inherent  vice  of  the 
English  system  of  joint  stock  hanking.  Instead  of  being  inde- 
pmdent  banks,  strong  in  their  own  resources,  and  Me  of  their 
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own  strength  to  withstand  a  shock,  they  were  carried  on  npon 
the  most  dangerous  prindple  of  re-discoonting  the  bills  they 
bought,  as  indeed  they  oonld  not  help  doing:  thus  their  very 
existence  depended  upon  the  Bank  of  England  and  the  London  bill 
brokers. 

To  suppose  that  this  in  any  way  resembled  the  Scotch 
system  would  be  a  gross  fallacy;  the  English  banks  were  for- 
bidden to  have  establishments  in  the  metropolis,  which,  of  all 
others,  is  the  best  part  of  the  Scotch  system.  We  have  pointed 
out  elsewhere  that  capital  has  a  tendency  to  accumulate  in  certain 
districts  of  the  country,  where  there  is  not  sufficient  demand  for 
it,  and  in  others  there  is  a  greater  demand  for  it  than  the  district 
supplies.  Now,  in  the  English  system,  the  bankers  in  the  former 
part  of  the  country  remit  money  to  London  to  be  held  in  deposit 
for  them,  and  in  the  latter  the  bankers  remit  their  bills  to  be 
re-discounted,  and  have  the  money  remitted.  Now,  this  legitimate 
operation,  which  is  all  done  by  one  establishment  in  Scotland^ 
requires  three  distinct  and  independent  establishments  to  do  it 
in  England,  and  has  given  rise  to  that  system  of  re-discounting 
which  is  so  perilous  and  so  objectionable.  But  it  is  the  ncUurd 
remit  of  the  monopoly  of  the  Bank.  Because,  if  it  had  not  been 
for  that,  these  three  establishments  would  all  have  been  under 
one  control  and  management ;  under  the  present  system  they  are 
three  different  and  frequently  conflicting  interests. 

And  this  great  violation  of  natural  justice  manifested  its  evil 
consequences  in  many  other  striking  ways.  No  man  of  common 
sense  now  disputes  the  great  principles  laid  down  by  the  Irish 
Committee  of  1804,  the  Bullion  Report  of  1810,  and  the  authors 
of  the  Act  of  1819,  that  the  paper  currency  must  be  governed 
by  the  exchanges.  But  long  after  the  Directors  of  the  Bank  of 
England  had  learnt  this  principle,  and  professed  to  govern  their 
issues  by  the  exchanges,  they  complained  loudly  and  justly 
that  their  efforts  to  contract  their  own  issues  in  an  adverse  ex- 
change were  counteracted  by  the  issues  of  the  country  banks, 
and  that  as  soon  as  they  withdrew  their  paper,  the  vacuum  was 
immediately  filled  up  by  country  issues.  The  reason  is  very 
manifest.  The  Bank  of  England,  being  situated  at  the  heart  of 
the  exchanges,  felt  the  danger,  and  saw  the  necessity  of  contract- 
ing her  issues ;  the  country  banks,  being  situated  at  a  distance, 
knew  and  cared  nothing  about  the  exchanges;    nay,  they  con- 
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tinnally  professed  that  their  issues  had  nothing  to  do  with  the 
exchanges,  and,  natoraUy,  wheneyer  they  saw  an  opening,  issued 
their  paper. 

Now,  if  it  haid  not  been  for  this  iniquitous  monopoly  of  the 
Bank,  what  would  probably  have  been  the  condition  of  English 
Banking  at  the  present  day?  There  would  have  probably  been 
thirty  or  forty  great  banks  in  the  metropolis,  each  as  great  as 
the  present  Bank  of  England,  with  ramifications  and  branches 
all  over  the  country.  It  would,  in  fact,  have  been  the  Scotch 
system  on  a  much  larger  scale — one  commensurate  with  the 
greater  magnitude  of  the  country.  It  would  have  been  one 
great  monetary  nervous  system.  If  this  had  been  the  case,  they 
would  have  been  acted  upon  immediately  by  the  exchanges. 
London  being  the  centre  of  the  exchanges,  any  drain  of  gold 
would  have  caused  immediate  measures  of  counteraction,  which 
would  haye  been  propagated  and  enforced  by  the  parent  estab- 
lishment all  over  the  country.  The  tremor  of  the  exchanges 
would  have  been  instantly  felt  in  every  village  in  the  kingdom. 
Thus,  under  a  natural  system,  any  effect  in  London  would  have 
vibrated  through  all  England,  and  no  country  banks  could  possibly 
have  acted  in  opposition  to  the  ones  in  London.  And  this  is  the 
result  to  which  the  banking  system  of  the  country  is  slowly 
gravitating,  and  which  it  will  ultimately  assume.  And  if  this, 
which  is  the  natural  system,  had  been  allowed  to  grow  up  from 
the  beginning,  we  believe  that  those  great  banking  catastrophes 
never  would  have  occurred.  If  any  crisis  had  occurred,  they 
would  have  stood  by  and  assisted  one  another,  but,  when  any 
shock  did  occur  under  the  unfortunate  system  which  has  prevailed, 
the  country  banks  have  all  depended  on  the  Bank  of  England  for 
their  very  existence. 

It  is  a  melancholy  reflection  that  these  great  changes 
cannot  take  place  without  producing  much  injury  to  private 
individuals.  The  very  obnoxious  law  itself  gave  birth  to  the 
business  of  a  number  of  persons,  which  the  removal  of  the 
shackles  of  monopoly  must  necessarily  extinguish.  In  1832  the 
banking  witnesses  felt  that  the  establishment  of  joint  stock 
banks  would  be  fatal  to  the  existence  of  many  of  the  private 
bankers,  and  some  went  so  far  as  to  wish  to  prohibit  them  on 
that  account.  Since  these  48  years  have  passe<]^  we  have  under- 
gone a  mighty  revolution  of  opinion  in  commercial  matters. 
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The  ideas  of  that  age  are  dow  as  antiquated  and  obsolete  as 
those  of  the  men  before  the  flood.  Then,  the  general  public 
was  sapposed  to  be  made  for  the  benefit  of  each  separate  mo- 
nopoly,  and  interest,  and  dasa.  Bat  now  all  this  is  changed.  It 
was  akin  to  the  great  Ricardian  heresj,  that  cost  of  i»odaction 
regnlates  Talne.  Every  interest  which  had  bestowed  hbonr  and 
expense  in  making  prodnctions^  was  allowed  to  hold  the  public 
in  thraldom.  The  value  of  the  law  appeared  to  be  measured  by 
the  quantity  of  labour  bestowed  in  mastering  its  disgusting 
intricacies  and  technicalities.  Obstinate  pedants  maintained  it 
gravely  as  a  valid  argument  for  upholding  all  the  old  abuses  of 
the  law,  that  great  and  eminent  men  had  bestowed  so  much 
labour  and  unhappy  diligence  in  accumulating  so  much  1^ 
lore.  What,  said  they,  is  the  fruit  of  so  much  ingenuity  to  be 
thrown  away?  In  fsuct,  they  determined  upon  loading  the  public 
with  all  sorte  of  oppression,  for  the  sake  of  preserving  a  fictitious 
value  to  so  much  misdirected  industry. 

But  all  these  ideas  are  now  past  and  gone.  They  were 
congenial  to  times  when  education  was  narrowed  to  a  small  and 
select  circle,  and  the  general  public  ipss  in  a  state  of  helplen 
and  inert  ignorance.  But  they  have  all  been  swept  away  before 
the  advancing  tide  of  public  intelligence.  It  is  now  well  settled 
that  the  community  in  general  is  not  made  for  the  benefit  of 
agriculturists,  or  manufacturers,  or  lawyers,  or  bankers,  or 
any  set  of  men  whatever,  but  they  are  for  the  benefit  of 
the  country.  It  is  the  wants  of  the  community  which  most 
give  rise  to  the  value  of  their  occupations ;  and  aJl  who  engage 
in  them  must  regard  them  as  purely  commercial  speculations. 
The  wants  and  requirements  of  all  are  not  to  be  restricted  or 
moulded  by  legislation  to  be  subservient  to  the  advantages  of  a 
few,  but  the  interests  of  particular  classes  must  be  subordinate  to 
the  necessities  of  alL 


Conclusion  of  Pure  Eoonomics. 

We  now  bring  this  part  of  the  work,  which  we  denominate 
Pure  Economics,  or  the  Theory  op  Value;  to  a  conclusion. 
All  the  subjects  discussed  in  it  are  capable  of  as  strict  mathematical 
demonstration  as  Mechanics.    It  will  not  be  so  in  the  succeeding 
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party  where  the  sabjects  diBcnssed  will  be,  to  a  great  extent, 
matters  of  opinion.  But  men  can  no  more  alter  the  Laws  of 
Value  than  they  can  alter  the  Laws  of  Mechanica.  They  are 
absolutely  the  same  in  all  ages  and  among  all  men :  and  tjiat  is 
the  reason  why  Economics  has  all  the  certainty,  and  all 
the  exactness,  iliough  not  the  same  numerical  precision,  as  a 
Physical  Science. 

In  the  course  of  this  work  we  have  had  to  differ  from  many 
persons  who  are  considered  as  authorities  on  the  subject  But  if 
we  had  not  perceived  what  we  felt  to  be  great  errors  in  their 
writings,  there  would  have  been  no  need  of  attempting  it.  But 
we  have  not  gone  beyond  that  freedom  of  discussion  which 
is  the  very  lifeblood  of  knowledge.  The  same  evil  which  infected 
the  progress  of  every  other  branch  of  Philosophy,  injuriously 
affects  Economics  at  the  present  day — ^running  afber  authoritm — 
quoting  authorities  on  one  side  oi^  the  other,  withoiit  ever 
investigating  or  reflecting  whether  what  these  so-called  authori- 
ties say  is  true ;  in  many  cases  without  sufficient  knowledge  of  the 
subject  to  decide.  In  maMers  of  taste  authorities  are  much — ^in 
matters  of  science  authorities  are  NoTHiNa.  We  acknowledge  no 
authority.  We  are  ready  to  pay  every  proper  respect  to  Smith, 
Ricardo,  Mill,  or  any  one  else.  But  just  as  Astronomy  is  greater 
than  Hipparchus,  than  Ptolemy,  than  Copernicus,  than  Eepler, 
even  greater  than  Newton  himself;  so  Economics  is  greater  than 
Quesnay,  than  Tnrgot,  than  Smith,  than  Bicardo,  or  than  Mill. 
We  refdse  to  be  bound  by  what  Smith,  or  any  one,  says,  unless  it 
is  true.  We  have  not  been  deterred  from  exercising  the  same  free 
and  boundless  right  of  examining  and  discussing  what  preceding 
writers  have  said,  whatever  be  their  reputation,  any  more  than 
succeeding  philosophers  have  done  with  respect  to  Newton.  They 
examine,  discuss,  and  reject  whatever  is  unsound  in  Newton  with 
unlimited  freedom.  They  only  accept  what  they  know  and  feel  to 
be  irresistibly  true,  according  to  an  acknowledged  standard  of 
truth.  They  do  not  receive  it  because  Newton  says  it,  but  because 
it  is  true.  We  do  the  same.  We  have  endeavoured  rigidly  to 
adhere  to  the  same  method.  They  educe  their  general  rules  from 
the  accurate  examination  and  description  of  phenomena;  we 
endeavour  to  educe  general  principles  from  the  accurate 
observation  and  description  of  Economical  phenomena:  and  we 
adopt  precisely  the  same  great  general  prindpleB  of  reasoning 
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that  they  do.  It  is  the  Baconian  method :  the  only  method  of 
discovering  and  erecting  a  solid  edifice  of  science.  There  never 
was  a  greater  error  than  that  of  the  poet — 

**  *TiB  not  in  things  o*er  thought  to  domineer/* 

On  the  contrary  it  is  the  very  essence  of  science  to  idealise  reality. 
All  progress  in  science  has  been  achieved  by  carefdlly  fitting 
language  to  the  facts  of  nature.  The  express  pnrpose  of  this 
work  is  to  sweep  away  aathority  and  dogmatismy  precisely  as 
Galileo  and  modem,  physical  philosophers  have  swept  away  the 
Aristotelian  dogmatism  on  Mechanics  and  Astronomy.  Except  in 
those  abstmse  mysteries  of  nature  which  far  transcend  the  limits 
of  the  capacity  of  the  great  majority  of  mankind  to  discover,  or 
even  to  comprehend,  there  is  no  nobler  field  open  at  the  present 
day  for  the  extension  of  scientific  research  than  Economics.  Bat 
it  must  be  done  in  the  rigid  method  of  the  Baconian  system :  no 
other  can  lead  to  solid  and  durable  success.  The  army  of  Bacon 
has  gone  forth  conquering  and  to  conquer,  and  must  never  pause 
in  its  victorious  career,  until  universal  science  is  brought  under  the 
dominion  of  the  Monarch  of  Philosopliy. 


END  OF  PURE  ECONOMICS. 
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